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EXTEND THE LIFE OF CERTAIN VESSELS 


TUESDAY, APRIL 12, 1960 
U.S. SEnaTE, 


CoMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 

The committee was called to order at 10:15 a.m., in room 5110, New 
Senate Office Building, the Honorable Clair Engle presiding. 

Senator Eneix. The next order of business is the bill, S. 2998, by 
Senator Magnuson, which would amend the Merchant Marine Act of 
1986 so as to extend the statutory life of certain vessels from 20 to 
95 years. In the hearings on this legislation before the House Mer- 
chant Marine Committee, both Government and industry witnesses 
testified that such an extension of life for at least the subsidized vessels 
would facilitate rather than hinder the long-range ship replacement 
program presently underway. , 

It is the chairman’s understanding that the House hearings isolated 
two problems with respect to S. 2998: (1) should this extension of 
life be applicable to vessels built on or after 1946 or on or after 1950; 
and (2) should this bill have application to nonsubsidized vessels as 
well as subsidized vessels. 

I hope the testimony this morning will put particular emphasis on 
these two issues in order to help clear the air. 

Without objection, a copy of the bill S. 2998 will be made a part 
of the record at this point; and without objection, the departmental 


reports, if any, will be made a part of the record at this point. 
| (8.2998 follows :) 


[S. 2998, 86th Cong., 2d sess.] 


A BILL To amend the Merchant Marine Act, 1936, in order to extend the life of certain 
vessels under the provisions of such Act from twenty to twenty-five years 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That sections 215, 502(c), 503, 507, 509, 510 
(d) and (g), 603(a), 605(b), 607(b), 705, 1104(a) (3), and 1107(5) of the 
Merchant Marine Act, 1936, and subsection (c) (3) of the first section of the 
joint resolution entitled “Joint Resolution to make emergency provision for the 
maintenance of essential vessels affected by the Neutrality Act of 1939, and for 
adjustment of obligations with respect to such vessels”, approved June 29, 1940 
(54 Stat. 684), are amended by striking out the word “twenty” wherever appear- 
ing therein and inserting in lieu thereof “twenty-five”. 

Sec. 2. Section 502(g) of the Merchant Marine Act, 1936, is amended by 
striking out “based on a twenty-year life expectancy” and inserting in lieu 
thereof “at the rate of 4 per centum per annum”. 

Seo. 8. Section 506 of the Merchant Marine Act, 1936, is amended by striking 
out “one-twentieth” and inserting in lieu thereof “one-twenty-fifth”. 

Seo. 4. Section 611(c) of the Merchant Marine Act, 1936, is amended by 
striking out “5 per centum” and inserting in lieu thereof “4 per centum”. 


Nore.—Staff counsel assigned to this hearing, Gerald B. Grinstein. 
1 
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Sec. 5. Section 714 of the Merchant Marine Act, 1936, is amended (1) by 
striking out “5 per centum” and inserting in lieu thereof “4 per centum”; (2) 
by striking out “twenty” wherever appearing therein and inserting in liey 
thereof “twenty-five”; and (3) by striking out ‘“one-twentieth” and inserting in 
lieu thereof “one-twenty-fifth”. 

Sec. 5. Section 802 of the Merchant Marine Act, 1936, is amended (1) by 
striking out “on the schedule adopted by the Bureau of Internal Revenue for 
income-tax purposes” and inserting in lieu thereof “at the rate of 4 per centum 
per annum on the owner’s capital cost less residual value” ; and (2) by inserting 
before the period at the end thereof the following: “for a period of twenty-five 
years from the date of the delivery by the builder of such vessel or vessels”. 

Sec. 7. Section 1106(3) of the Merchant Marine Act, 1936, is amended by 
striking out “maturity date of the original mortgage’ and inserting in liey 
thereof ‘maturity date authorized for the original mortgage under the provisions 
of section 1104(a) (3)”. 

Seo. 8. Section 1107(4) of the Merchant Marine Act, 1936, is amended (1) by 
striking out “5 per centum” wherever appearing therein and inserting in liey 
thereof “4 per centum”; and (2) by striking out “on a straight-line basis” 
wherever appearing therein and inserting in lieu thereof “as authorized in this 
Act”. 

Sec. 9. The amendments made by this Act shall be effective on and after the 
date of enactment of this Act, except that any contract between any person and 
the United States or any agency thereof, or any mortgage insurance contract 
under title XI, which was entered into prior to such date and which would be 
affected if the provisions of such amendments were applicable thereto, shall, at 
the request of such person agreed to by any third parties in interest, or at the 
request of the mortgagor agreed to by the mortgagee in the case of such a 
mortgage insurance contract, made within one hundred and eighty days after 
such date of enactment to the agency of the United States holding such con- 
tract, be revised to be in accordance with the law as amended by this Act, with 
respect to such of the vessels covered thereby as may be designated by the ap- 
plicant. Any such revision shall be made effective as of January 1, 1960, or 
the effective date of the contract, whichever is later, and any remaining un- 
paid debts, and any remaining undepreciated costs, as of such effective date, 
shall be retired over the remainder of a twenty-five year life, and future de 
preciation deposits adjusted accordingly, but without retroactive adjustments. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 16, 1960. 
Hon. WarREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 


Dear Mr. CHAtrRMAN: Your letter dated February 9, 1960, acknowledged 
February 10, requested our comments on §S. 2998, 86th Congress. 

S. 2998 would, in effect, increase from 20 to 25 years the statutory life of ves- 
sels and the maximum duration of operating differential subsidy, mortgage it- 
surance, and other contracts governed by the Merchant Marine Act, 1936, as 
amended. It would also permit persons holding contracts, which were entered 
into prior to the date of enactment of the bill and which would be affected if the 
provisions of the bill were applicable thereto, to request and receive revisions of 
such contracts in accordance with the provisions of the bill. 

While it would appear that extension of a vessel’s statutory life under operat 
ing-differential subsidy contract could, within limits, be expected to result in 
monetary savings both to the Government and to vessel operators, any evalua 
tion of the advisability of enacting legislation of this nature would also require 
consideration of factors such as the possibility of technological improvements 
in vessel design and the relative value of 20- and 25-year-old vessels for national 
defense purposes. These factors would appear to involve, primarily, technical 
questions on which we have insufficient information to base an informed opinion, 
and we therefore make no recommendation concerning enactment of legislation 
of this nature. 

However, in the event your committee is inclined to favorable consideration 
of this bill, we suggest that consideration be given to the following amendments 

The citation to subsection “(c)(3)” appearing in line 6, page 1, of the bill 
should be amended to read “(c) (4).” 
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The designation “Sec. 5” in line 19, page 2, should be changed to “Sec. 6.” 
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Under subsection 6(1) of the bill, the present depreciation provision of section 
902 of the 1936 act would be changed to require a “rate of 4 per centum per 
annum on the owner’s capital cost less residual value.” This amendment could 
result in inconsistent treatment among vessel owners. For example, the economic 
life suggested by the Internal Revenue Service for oceangoing steam and motor 
vessels in 33 years, or an annual rate of 34% percent on a straight-line basis. 
Upon acquisition by the Government under section 802 of a vessel which had been 
so depreciated for income tax purposes, the owner could receive less than book 
yalue under the proposed amendment, whereas if the owner used a deprecia- 
tion rate of more than 4 percent, or an accelerated depreciation plan, prior to 
the acquisition, the bill would permit a price in excess of the owner’s depreciated 
cost. Similarly, where vessel reconstruction, reconditioning, or other capital 
improvements occurred and a revised depreciation rate was determined, the 
proposed rate of 4 percent might not be consonant with the facts of the individual 
ease. For example, where a 20-year-old vessel is improved and a life expectancy 
of 10 years from the date of such improvements is established for income tax 
purposes, a depreciation rate of 10 percent would be appropriate. Accordingly, 
it would appear to be more equitable to continue to determine the depreciation 
on the rate and basis allowed or allowable for income tax purposes, as provided 
in the existing provisions of section 802 of the act. Additionally, it should be 
noted that the authority to purchase or requisition a construction-differential 
subsidy vessel, regardless of age, at its depreciated value under the present 
provisions of section 802 would be limited to vessels of 25 years or less under 
the amendment proposed by subsection 6(2) of the bill. We are not aware of 
any necessity or justification for such modification. In view of the above, we 
therefore suggest that consideration be given to deleting section 6 in its entirety 
from the bill. 

With respect to section 9 of the bill, the provisions thereof concerning re- 
visions of existing contracts are mandatory, as distinguished from the discre- 
tionary authority with respect to the execution of new contracts under present 
provisions of the Merchant Marine Act, 1936. In view thereof, and since all 
factors or circumstances incident to the revisions authorized by section 9 may 
not be readily foreseeable, we suggest that consideration be given to amending 


section 9 so as to provide that revisions of existing contracts would also be 
discretionary. 


Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 





S. 2998 
DEPARTMENT OF JUSTICE, 
February 19, 1960. 
By telephone today, Mr. Herbert Hoffman, of the Attorney General’s Office, 


advised Mr. Baynton that the Department has no recommendation to make on 
this bill. 


DEPARTMENT OF STATE, 
March 4, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate. 


Dear Mr. CHAIRMAN: I refer again to your letter of February 9, 1960, request- 
ing the comments of the Department of State on S. 2998, a bill to amend the Mer- 
chant Marine Act, 1936, in order to extend the life of certain vessels under the 
provisions of such act from 20 to 25 years. Interim acknowledgement was made 
to your letter on February 10, 1960. 

The Department of State perceive no substantial foreign policy implications 
in this bill and accordingly offers no comment on the desirability of its enactment. 


’ The Department has been informed by the Bureau of the Budget that there 
sno Objection to the submission of this report. 
Sincerely yours, 


Wrt1IAM B. MAcomBerR, Jr., 
: Assistant Secretary 
(For the Acting Secretary of State). 
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THE GENERAL COUNSEL OF THE TREASURY, 
Washington, March 4, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHATRMAN: Reference is made to your request for the views of 
this Department on S. 2998, to amend the Merchant Marine Act, 1936, in order 
to extend the life of certain vessels under the provisions of such act from 20 to 
25 years. 

The proposed legislation would extend the statutory life of merchant vessels 
subsidized under the Merchant Marine Act, 1936, from 20 to 25 years. 

The proposed legislation is not of primary interest to this Department and the 
Department has no comment to make as to its general merits. 

Very truly yours, 
Davip A. LINDSAY, 
General Counsel. 


THE SECRETARY OF COMMERCE, 
Washington, May 11, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in reply to your request of February 9, 
1960, for the views of this Department with respect to S. 2998, a bill to amend 
the Merchant Marine Act, 1936, in order to extend the life of certain vessels unde 
the provisions of such act from 20 to 25 years. 

Under the Merchant Marine Act, 1936, the life of vessels is fixed at 20 years 
for a number of important purposes. Among these are (1) the computation of 
the purchase and sales price of ships, (2) the terms of payment of the purchase 
price, (3) the required documentation period, (4) the repayment of construction- 
differential subsidy for use in domestic trade, (5) the trade-in value of ships, 
(6) the period during which operating-differential subsidy can be paid without 
a special finding, (7) the computation of required depreciation deposits in the 
capital reserve fund, (8) the computation of income for dividend paying and re 
capture purposes, (9) the computation of the requisition price of ships, and (10) 
the administration of mortgage insurance under title XI. 

In general, the bill would (a) amend the sections of the Merchant Marine Act, 
1936, which provide for a 20-year life so as to provide hereafter for a 25-year 
life; (6) require that existing contracts be revised to conform to a 25-year life, 
but without retroactive effect; and (c) remove the section 802 requisition price 
from the vessels at the end of their economic lives. 

Submitted herewith is (1) a detailed statement of the changes the bill would 
make in existing law, and (2) a list of amendments, together with the reasons 
therefore, which the Department of Commerce and the Federal Maritime Board 
propose to the bill: These statements appear as attachments A and B. 

With the amendments proposed, the Department of Commerce and the Federal 
Maritime Board favor enactment of the bill. 

Our four proposed policy amendments are (1) to apply a 25-year life only to 
vessels delivered after January 1, 1950 (these are the better ships and include the 
Mariners, the Independence, the Constitution, the United States, the Santa Pau, 
the Santa Rosa, the Argentina, and the Brazil) ; (2) to retain 20 years as the 
maximum duration of the operating-differential subsidy contract (because exist 
ing contracts do not now correspond in duration to the economic lives of the 
ships) ; (3) to strike out of the bill the provision that would remove the sectio 
802 requisition price from the vessel at the end of its economic life (because i 
return for the construction subsidy, the Government should be able to requisition 
the vessel for scrap value after the operator’s investment has been written off); 
and (4) to make permissive, rather than mandatory, the amendment of existing 
contracts to conform to the amendments made by the bill (because examination 
of the particular facts of a contract may indicate that such amendment is inat- 
visable). Our other amendments are described as technical in nature. 

The amendments to the 1936 act that would be made by the bill, amended as We 
propose, would affect both subsidized and unsubsidized operators. Unsubsi- 


dized operators would be affected by the amendments to section 502(c), 509, and | 
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jze the Secretary of Commerce, upon the request of the mortgagor and with the 
assent of the mortgagee, if any, to spread the amortization payments on mort- 
gages held by the Government, and on privately financed mortgages insured by 
the Government under title XI, on ships delivered after January 1, 1950, over 
25 years rather than over 20 years. 

The main features of the bill, amended as we propose, with respect to subsi- 
dized operators, are that it would authorize the spreading of depreciation 
charges and of amortization of mortgage payments, on vessels delivered after 
January 1, 1950, over 25 years, rather than over 20 year. It is our opinion that 
the longer period represents a realistic estimate of the economic life of these ves- 
sels, and that amendment of the statute by reducing annual charges associated 
with capital recovery would thus provide a sounder base for determinations of 
economic feasibility required by sections 601, 606(4), and 1104(c) of the Mer- 
chant Marine Act, 1936, and by the operating-differential subsidy contracts, be- 
fore replacement of subsidized vessels can be required. In view of the high 
point to which replacement costs have risen, this is an important consideration, 
and the bill, therefore, would help to assure the success of the replacement pro- 
gram. In view of the high replacement costs, it appears that the subsidized 
operators (particularly some of the subsidized operators) will have difficulty in 
supporting the financial burden of the replacement program in meeting high fixed 
charges for debt service and in recovering high capital costs over a 20-year life. 

The existing ships to which the bill, amended as we propose, would apply, and 
the new ships being built by the subsidized operators, incorporate many techni- 
cal and design improvements. Important advances included in these ships are 
(1) increased speed, (2) modern cargo-handling gear, (3) new and improved 
methods of construction, and (4) facilities particularly designed for specific 
trade routes and services. We believe that the high standards ef construction 
and the superior characteristics built into these ships will keep them competitive 
and allow their full economic utilization for the 25-year period. 

The bill, amended as we propose, does not provide for a further stretchout 
of the replacement program, which is concerned primarily with the replacement 
of ships constructed prior to January 1, 1950. Also, under existing law the 
Board is not required to contract to pay operating-differential subsidy for the 
operation of a vessel for its full statutory life. Although under 25-year pay- 
ment schedules, mortgages would not be liquidated, nor depreciation reserves 
accumulated, as rapidly as under present law, there is provision for voluntary 
deposits to capital reserves through which funds could be accumulated during 
periods of satisfactory earnings to permit earlier retirement and replacement 
of vessels constructed since 1950. 

With the amendments proposed, we recomend enactment of the bill, because 
such enactment will permit greater flexibility in the recovery of capital invest- 
ment in vessels of recent and future construction, thus helping to assure the 
success of the replacement program, and helping to assure the United States of 
acontinuing, competitive merchant marine. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this letter to your committee. 

Sincerely yours, 
PHI? A. Ray, 
Under Secretary of Commerce. 

(Nore.—Attachments A and B referred to in the Department of Commerce’s 
comment are included in testimony of Thomas E. Staken, Vice Chairman, Fed- 
eral Maritime Board. ) 


The first witness is the Honorable Thomas E. Stakem of the Federal 
Maritime Board. 


Senator Eneiz. Thank you. We are glad to have you here this 
morning. 

I observe you have a statement of some length. Do you desire to 
tead this statement, or would you prefer to have it placed in the rec- 
ord, as if read, and summarize the high points of it—— 

Mr. Staxem. Actually, the statement is about four pages and then 
there are two attachments that I think could be put in the record 
without reading it this morning. 


62346—60——_2 
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Senator Eneie. Without objection you may read your main state- 
ment and the attachments. 

Mr. Sraxem. Attachment A, Senator, takes each of the sections 
that are affected by the legislation, gives a short summary of what it 
is, and states our position on it. Attachment B is the amendments 
which the Federal Maritime Board and the Department of Commerce 
propose to the legislation. 

Senator Eneie. Those two attachments, without objection, will be 
made a part of the record following your main statement which you 
may now proceed to read without interruptions. 

Mr. Stake. Yes, sir. 


STATEMENT OF THOMAS E. STAKEM, VICE CHAIRMAN, FEDERAL 
MARITIME BOARD 


Mr. Staxem. Mr. Chairman, under the Merchant Marine Act, 1936, 
the life of vessels is fixed at 20 years for a number of important pur- 
poses. Among these are (1) the computation of the purchase and 
sales price of ships, (2) the terms of payment of the purchase price, 
(3) the required documentation period, (4) the repayment of con- 
struction-differential subsidy for use in domestic trade, (5) the trade- 
in value of ships, (6) the period during which operating-differential 
subsidy can be paid without a special finding, (7) the computation 
of required depreciation deposits in the capital reserve fund, (8) 
the computation of income for dividend paying and recapture pur- 
poses, (9) the computation of the requisition price of ships, and (10) 
the administration of mortgage insurance under title XT. 

In general the bill would (a) amend the sections of the Merchant 
Marine Act, 1936, which provide for a 20-year life so as to pro 
vide hereafter for a 25-year life; (6) require that existing contracts 
be revised to conform to a 25-year life, but without retroactive effect; 
and (¢c) remove the section 802 requisition price from the vessels at 
the end of their economic lives. 

Submitted herewith is (1) a detailed statement of the changes the 
bill would make in existing law, and (2) a list of amendments, to- 
gether with the reasons therefor, which the Department of Commerce 
and the Federal Maritime Board propose to the bill. These state- 
ments appear as attachments A and B. 

With the amendments proposed, the Department of Commerce and 
the Federal Maritime Board favor enactment of the bill. 

Our four proposed policy amendments are (1) to apply a 25-year life 
only to vessels delivered after January 1, 1950, as these are the better 
ships and include the Mariners, the /ndependence, the Constitution, 
the United States, the Santa Paula, the Santa Rosa, the Argentina, 
and the Brazil; (2) to retain 20 years as the maximum duration of 
the operating-differential subsidy contract, because existing contracts 
do not now correspond in duration to the economic lives of the ships; 
(3) to strike out of the bill the provision that would remove the 
section 802 requisition price from the vessel at the end of its economic 
life, because, in return for the construction subsidy, the Government 
should be able to requisition the vessel for scrap value after the opera- 
tor’s investment has been written off; and (4) to make permissive, 
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rather than mandatory, the amendment of existing contracts to con- 
form to the amendments made by the bill, because examination of 
the particular facts of a contract may indicate that such amendment 
js inadvisable. Our other amendments are described as technical in 
nature. 

The amendments to the 1936 act that would be made by the bill, 
amended as we propose, would affect both subsidized and unsubsidized 
operators. Unsubsidized operators would be affected by the amend- 
ments to sections 502(c) 509, and title XI. The effect of the amend- 
ments with respect to them would be to spread the amortization pay- 
ments on mortgages held by the Government, and on privately 
financed inortgages insured by the Government under title XI, on 
ships delivered after January 1, 1950, over 25 years rather than over 
20 years. 

The main features of the bill, amended as we propose, with respect 
to subsidized operators, are that it would authorize the spreading of 
depreciation charges and of amortization of mortgage payments, on 
vessels delivered after January 1, 1950, over 25 years, rather than over 
20 years; and would thus provide a sounder base for determinations 
of economic feasibility required by sections 601, 606(4), and 1104(c) 
of the Merchant Marine Act, 1936, and by the operating-differential 
subsidy contracts, before replacement of subsidized vessels can be 
required. * In view of the high point to which replacement costs have 
risen, this is an important consideration, and the bill, therefore, would 
help to assure the success of the replacement program. In view of 
the high replacement costs, it appears that the subsidized operators— 
particularly some of the subsidized operators—will have difficulty in 
supporting the financial burden of the replacement program in meet- 
ing high fixed charges for debt service and in recovering high capital 
costs over a 20-year life. 

The existing ships to which the bill, amended as we propose, would 
apply, and the new ships being built. by the vebuiiliand operators, in- 
corporate many technical and design improvements. Important ad- 
vances included in these ships are (1) increased speed, (2) modern 
cargo-handling gear, (3) new and improved methods of construction, 
and (4) facilities particularly designed for specific trade routes and 
services. We believe that the high standards of construction and 
the superior characteristics built into these ships will keep them 
competitive and allow their full economic utilization for the 25-year 
period. 

The bill does not provide for a further stretchout of the replacement 
program, because under existing law the Board is not required to con- 
tract to pay operating-differential subsidy for the operation of a 
vessel for its jalleocamunit life. 

With the amendments proposed, we recommend enactment of the 
bill, because such enactment. will help to assure the success of the re- 
placement program, and help to assure the United States of a con- 
tinuing, competitive merchant marine. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this statement to your committee. 
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(Attachments A and B follow.) 


ATTACHMENT A 


AMENDMENTS THAT WOULD BE MADE TO THE MERCHANT MARINE AcT, 1936, ANnp 
To OTHER LEGISLATION, BY S. 2998 


1. Section 215 of the 1936 act authorizes the Secretary of Commerce to buy 
vessels for use on essential trade routes at a reasonable valuation but not ex. 
ceeding by more than 5 percent the cost to the owner less depreciation based on a 
20-year life. 

The bill would amend this section so as to provide for depreciation based ona 
25-year life. 

We have no objection to this amendment. 

2. Section 502(c) of the 1986 act authorizes the Board to sell vessels built 
under title V on terms of 25 percent down and the remainder payable over 20 
years. 

The bill would amend this section so as to authorize payment of the remainder 
over 25 years. 

We have no objection to this amendment. 

8. Section 502(g) of the 1936 act authorizes the sale of vessels acquired 
under section 215 of the act, at a fair price but not less than cost, to the Secre 
tary of Commerce minus depreciation from the date of completion based on a 
20-year life. 

The bill would amend this section to provide for depreciation of such cost on 
the basis of a 25-year life. 

We have no objection to this amendment. 

4. Section 503 of the 1936 act requires that vessels built undergthe act be 
documented under the laws of the United States and remain so documented for 
20 years or so long as there remains due to the United States any amount on the 
purchase price, whichever is longer. 

The bill would amend this section to require U.S. documentation of such 
vessels for 25 years or so long as there remains due to the United States any 
amount on the purchase price, whichever is longer. 

We have no objection to this amendment. 

5. Section 506 of the 1936 act requires annual repayment of part of the 
construction-differential subsidy, if the vessel is used in domestic trade, on the 
basis of that proportion of one-twentieth of the construction subsidy which gross 
revenue from domestic trade bears to the entire gross revenue. 

The bill would amend this section to provide for annual repayment of the 
foregoing proportion of one-twenty-fifth of the construction subsidy. 

We have no objection to this amendment. 

6. Section 507 of the 1936 act authorizes the trade-in of vessels at cost less 
depreciation based on a 20-year life. 

The bill would amend this section to provide for depreciation based on a 2 
year life. 

We have no objection to this amendment, 

7. Section 509 of the 1936 act authorizes the sale of vessels for use in domestic 
trade at a prescribed downpayment with the balance payable over 20 years. 

The bill would amend this section to provide for payment of the balance over 
25 years. 

We have no objection to this amendment. 

8. Section 510(d) of the 1936 act provides that one of the elements in deter 
mining trade-in allowance is depreciated value based on a 20-year life. 

The bill would amend this section to provide that this element shall be the 
depreciated value based on a 25-year life. 

We have no objection to this amendment. 

9. Section 510(g) of the 1936 act provides that vessels acquired under the 
section shall not be used for commercial purposes after they are 20 years old 
except when section 902 is in force and except as otherwise provided in the act 

The bill would amend this section to make the age after which commerdial 
operation is prohibited 25 years rather than 20 years. 
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We have no objection to this amendment. 

10. Section 603(a) of the 1936 act authorizes the Board to enter into operating- 
differential subsidy contracts for not exceeding 20 years. 

The bill would amend this section to authorize 25-year operating-differential 
subsidy contracts. 

We are opposed to this amendment, because operating-differential subsidy con- 
tracts do not now correspond in duration to the lives of the ships, and we there- 
fore see no reason to extend such contracts to 25 years. Our first proposed 
amendment would strike out this provision of the bill. 

11. Section 605(b) prohibits payment of operating-differential subsidy for 
operation of a vessel that is more than 20 years old unless the vessel’s life has 
been redetermined under section 607(b), or unless a finding is made that such 
payment is in the public interest. 

The bill would amend this section to prohibit payment of operating-differential 
subsidy without a 607(b) life redetermination or a special finding only after the 
yessels reach 25 years of age. 

We have no objection to this amendment. 

12. Section 607(b) of the 1936 act requires the deposit of depreciation in the 
capital reserve fund on the basis of a 20-year life. 

The bill would amend this section to require the deposit of depreciation on the 
basis of a 25-year life. 

We have no objection to this amendment. 

13. Section 611(c) of the 1986 act provides that if the United States defaults 
under an operating-differential subsidy contract, the contractor is entitled to 
the issuance of an order allowing the transfer foreign of his ships, but that the 
Secretary of Commerce or the Board is authorized, with the consent of the con- 
tractor, to purchase the ships at cost less 5 percent per annum depreciation. 

The bill would amend this section to authorize purchase of the vessels at cost 
less 4 percent per annum depreciation. 

We have no objection to this amendment. 

14. Section 705 of the 1936 act prohibits the sale of vessels for use in foreign 
trade at less than foreign cost minus depreciation based on a 20-year life, or 
sale for use in domestic trade at less than American cost minus depreciation 
based on a 20-year life. 

The bill would amend this section to provide that depreciation shall be based 
on a 25-year life. 

We have no objection to this amendment. 

15. Section 714 of the 1986 act provides for (@) minimum charter hire of 5 
percent of foreign cost plus 3% percent of depreciated foreign cost computed 
annually on the basis of a 20-year life, and (0b) sale of the vessel at foreign 
cost less depreciation based on a 20-year life with 25 percent downpayment and 
the remainder payable over the remaining years of a 20-year life. 

The bill would amend this section to provide for depreciation on the basis of a 
2-year life and for payment of the balance of the purchase price over the re- 
maining years of a 25-year life. 

We have no objection to this amendment. 

16. Section 802 of the 1936 act provides that if a vessel that was constructed 
or reconstructed with construction-differential subsidy is requisitioned, the 

owner shall be paid the value thereof but not exceeding the depreciated cost of 
construction minus the depreciated construction-differential subsidy or the scrap 
value, whichever is greater, and that depreciation shall be computed on the 
schedule accepted by the Internal Revenue Service for income tax purposes. 
This requisition price attaches to the vessel so long as it is a vessel and regard- 
less of its age. 

The bill would amend this section to provide that depreciation shall be at 4 
percent per year and the vessel shall not be subject to this requisition price after 
itreaches 25 years of age. Section 9 of the bill provides that revisions of con- 
tracts which are revised pursuant to the bill shall be effective as of January 1, 
1960, and that any remaining undepreciated cost as of such effective date shall 
be retired over a 25-year life. Since, however, the requisition price will not 
be computed until the vessel is requisitioned, which will be after January 1, 
1960, it is not clear from the bill that depreciation for periods prior to January 
1,1960, is to be at 5 percent rather than at 4 percent. 
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We favor the application for the period after January 1, 1960, of a 4-percent 
depreciation rate to vessels delivered after January 1, 1950, but we oppose re- 
moval of the requisition price after the vessel reaches 25 years of age. Our 
third proposed amendment would clarify this provision of the bill and carry out 
the foregoing recommendation. 

17. Section 1104(a)(3) provides that, to be eligible for mortgage insurance, 
the mortgage must secure bonds, notes, or other obligations having maturity 
dates not exceeding 20 years from its date of execution. 

The bill would amend this section, to make eligible for insurance, mortgages 
securing obligations having maturity dates not exceeding 25 years from its date 
of execution. 

We have no objection to this amendment. 

18. Section 1106(3) provides that to be eligible for mortgage insurance under 
the section the refinancing mortgage must not have maturity dates later than 
the maturity dates of the old mortgage. 

The bill would amend this section to provide that the maturity date of the 
refinancing mortgage shall not exceed 25 years from the execution of the old 
mortgage. 

We have no objection to this amendment. 

19. Section 1107(4) provides for depreciation at 5 percent per annum to com- 
pute the maximum principal amount of an eligible mortgage on an existing ship. 

The bill would amend this section to provide for depreciation at the rate of 
4 percent per annum, and it would strike out of the section provisions for straight 
line depreciation and would substitute therefor depreciation “as authorized in 
this act.” 

We have no objection to the amendment providing for 4 percent depreciation, 
but the act provides for no other method of depreciation than straight line and 
the rest of the amendment of the section should therefore be stricken out. Our 
fourth proposed amendment would accomplish this result. 

20. Section 1107(5) of the 1936 act provides that the maturity dates of a 
mortgage on an existing ship shall not exceed 20 years from the date the ship 
was delivered. 

The bill would amend this section to provide that such maturity dates shall 
not exceed 25 years. 

We have no objection to this amendment. 

21. The joint resolution, approved June 29, 1940, authorizes the Secretary of 
Commerce or the Board to exclude from the computation of a vessel’s 20-year 
life any period during which the vessel is laid up because of the Neutrality Act 
of 1939. 

The bill would amend the joint resolution to grant this authority with respect 
to the 25-year life of vessels. 

Since the provision of the Neutrality Act which caused the layup of vessels 
has been repealed, we see no reason to amend the joint resolution and our second 
proposed amendment would strike out this amendment. 

22. Section 9 of the bill provides that any contract between any person and 
any agency of the United States entered into prior to the date of enactment of 
the bill, which would be affected if the provisions of the bill were applicable 
thereto, shall, at the request of such person to which third parties in interest 
have agreed, made within 180 days of enactment, be revised in accordance with 
the law as amended by the bill, and that any remaining debts and undepreciated 
costs shall be retired over the remaining years of a 25-year life without retro- 
active adjustment. 

The bill does not specifically provide how depreciation is to be taken on existing 
vessels which are not under contract. For example, if an existing vessel is 
traded in in the future, the bill does not specifically provide that for the period 
prior to January 1, 1960, depreciation shall be computed at the rate of 5 percent. 

We think that (1) the amendments should not apply to vessels delivered before 
January 1, 1960, (2) more specific provision should be made as to the applica- 
tion of the amendments to vessels built after that date which are not under con- 
tract, and (3) more specific provision should be made with regard to amendment 
of existing contracts. 
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In addition, we do not think that amendment of existing contracts should be 
mandatory, because examination of the particular facts in a given case might 
indicate that such amendment is inadvisable. 

Our fifth, sixth, and seventh proposed amendments would carry out our recom- 
mendations with regard to section 9 of the bill. 

ATTACHMENT “B” 


AMENDMENTS PROPOSED TO S. 2998 BY THE FEDERAL MARITIME BOARD AND THE 
DEPARTMENT OF COMMERCE 


1. Page 1, line 4, strike out “608(a)”. 

Section 603(a) of the 1936 act authorizes 20-year operating-differential sub- 
sidy contracts. The bill would increase this to 25 years. Our proposed amend- 
ment would retain the 20-year provision. The reason for our proposed amend- 
ment is that the duration of operating-differential subsidy contracts does not 
now correspond with the lives of the ships, and we therefore see no reason to 
extend these contracts to 25 years. 

2. Page 1, line 5, beginning with the second comma, strike out all down through 
the comma at the end of line 10. 

The joint resolution referred to in the bill would authorize the Board or the 
Secretary of Commerce not to include, as part of the 20-year life of a vessel, 
any period during which the vessel is laid up because of the provision of the 
Neutrality Act of 1939, which prohibited U.S. documented vessels from trading 
with nations between whom the President declares that a state of war exists. 
The bill would amend the joint resolution to authorize the exclusion of such layup 
periods from the 25-year life of the vessels. Our proposed amendment would 
strike out this amendment. The reason for our proposed amendment is that the 
foregoing provision of the Neutrality Act has been repealed. 

3. Page 2, line 20, strike out “(1)”; and page 2, line 22, beginning with the 
word “at”, strike out all down through the word “vessels” on page 3, line 2, 
and insert in lieu thereof the following: “by the straight-line method and (A) 
if the vessel was delivered by the shipbuilder before January 1, 1950, such 
computation shall be made on the basis of a 20-year life, and (B) if the vessel 
was delivered by the shipbuilder on or after January 1, 1950, such computation 
for the period prior to January 1, 1960, shall be made on the basis of a 20-year 
life, and for the period after January 1, 1960, such computation shall be made 
on the basis of the remaining years of a useful life of 25 years, but if the vessel 
is reconstructed or reconditioned such computation, regardless of when the vessel 
was delivered by the shipbuilder, shall be made from the date of such recon- 
struction or reconditioning on the basis of a useful life determined jointly by 
the Secretary of the Treasury and the Secretary of Commerce.” 

The material that would be stricken out of section 6 of the bill by this proposed 
amendment provides that (1) in computing the maximum requisition price, 
depreciation shall be taken at 4 percent per annum, and (2) the requisition price 
specified in section 802 of the act shall not apply after the vessel becomes 25 
years old. Section 9 of the bill provides that revisions of contracts which are 
revised pursuant to the bill shall be effective as of January 1, 1960, and that 
any remaining undepreciated costs as of such effective date shall be retired 
over the remainder of a 25-year life. Since, however, the requisition price will 
not be computed until the vessel is requisitioned, which will be after January 
1, 1960, it is not clear from the bill that depreciation for periods prior to January 
1, 1960, is to be at 5 percent rather than 4 percent. Our proposed amendment 
(1) makes clear that for periods prior to January 1, 1960, depreciation shall 
beat 5 percent per annum in computing the requisition price, (2) makes 4 percent 
depreciation inapplicable to vessels delivered prior to January 1, 1950, and (3) 
strikes out the provision of the bill which would eliminate the applicability of 
section 802 after the vessel becomes 25 years old. 

4. Page 3, line 9, strike out “(1)”; and page 3, line 11, beginning with the 
semicolon, strike out all down through the quotation mark at the end of line 13. 

The bill does not authorize any method of depreciation other than straight-line 
depreciation, and the material our proposed amendment would strike out must 
have been left in the bill from an early draft by mistake. 
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5. Page 3, line 14, beginning with “The”, strike out all down through “the” 
at the end of line 16, and insert in lieu thereof the following: 

“(a) The amendments made by this Act shall apply only to vessels delivered 
by the shipbuilder on or after January 1, 1950, and with respect to those vessels 
shall become effective on January 1, 1960. With respect to vessels delivered 
by the shipbuilder before January 1, 1950, the provisions of the Merchant Marine 
Act, 1936, existing immediately before the date of enactment of these amend. 
ments shall continue in effect. 

“(b) With respect to vessels delivered by the shipbuilder on or after January 
1, 1950, and before January 1, 1960, depreciation under sections 215, 502(g), 
507, 510(d), 607(b), 611(c), 705, 714, and 1107(4) shall be taken (unless g 
eontract which is in effect on January 1, 1960, otherwise provides), for the period 
prior to January 1, 1960, at the rate provided by the Merchant Marine Act, 1936, 
as it existed immediately prior to these amendments and for the period after 
January 1, 1960, such depreciation shall be taken on the basis of the remaining 
years of a useful life of 25 years unless the vessel is reconstructed or reconditioned 
in which event such depreciation, from the time of such reconstruction or re 
conditioning, shall be taken on the basis of the remaining years of a useful 
life of the vessel determined jointly by the Secretary of Commerce and the 
Secretary of the Treasury. 

“(c) Any contract between any person and the” 

6. Page 3, line 20, strike out “shall” and insert in lieu thereof “may”. 

7. Page 4, line 4, beginning with “Any” strike out all down through “adjust- 
ments” at the end of line 10, and insert in lieu thereof the following: “Any such 
revision shall provide with respect to the amendments to sections 215, 502(g), 
507, 510(d), 607(b), 705, 714, and 1107(4) that depreciation for the period prior 
to January 1, 1960, shall be taken at the rate provided by the Merchant Marine 
Act, 1936, prior to these amendments and that the remaining depreciation shall 
be taken for the period beginning January 1, 1960, on the basis of the remaining 
years of a useful life of 25 years unless the vessel has been reconstructed 
or reconditioned in which event such depreciation from the time of such re 
construction or reconditioning shall be taken on the basis of the remaining years 
of a useful life of the vessel determined jointly by the Secretary of Commerce 
and the Secretary of the Treasury. Any such revision shall provide with respect 
to any remaining unpaid debts that such unpaid debts shall be paid in equal 
annual installments over the remaining years of a useful life of 25 years.” 
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APPENDIX B 


Aid to vessels over 20 years of age approved by the Federal Maritime Board 
under section 605(b), Merchant Marine Act, 1936, as amended 


APPROVED DURING FISCAL YEAR 1959 























20 years | Scheduled 
Company Vessel of age replace- 

ment 

—_——— = — | ee 
American Mail Line, Ltd--.-.--.--.-.-- At Tn diiptdncwcdcicanadies 1965 1968 
SE ak ola hei ect caine sini 1965 1968 
SG adds treceabacdescacases oa 1963 1965 
Canada Bietl...05.-<.. la ar catia 1964 1965 
Grace Line, Inc.-_--- aba paenacwien eassllin i UD TN ined Uwe ckennsscunen 1964 1967 
EE TR i cmon cndac once 1964 1967 
RINE II As Si Scion saotecroe 1965 1967 
| Santa I aia Sout decd acaimaccncsin cmeneatl 1963 1964 
Santa Cristina. -_.....--.-- han aaa 1965 1966 
5 ROR PA acd ee ide cacmnnnsunnees 1965 1966 
Gulf & South American Steamship Co., | Gulf Banker-_-..------.------------.-- 1964 1965 
Inc. Speer pee ake ee eee 1964 1965 
CPU BI caetls se dicccunaccecnwcs 1964 1965 
Pacific Far East Line, Inc-.---.---.----- CIOIGEE DION oa lin os ienne asian 1974 1974 
oe eee oe 1975 1975 
United States Lines Co..............-.- AIBOTICE PIOGHON. «202-6 c2cusasnssa 1963 1964 
| American Planter.............-.-- ; 1963 1964 
cS eee eee a 1963 1965 
American Scientist................... 1963 1965 
Py eee 1963 1965 
pe ee are ‘ 1964 1965 
| American Builder__---.---..--- atone 1965 | 1966 
American Veteran... ................. 1965 1966 
American Press. .--- inslaanechidaien anti 1965 1966 
Amevican Flyer.-.......-...... Steam 1965 1966 
} American Manufacturer. ___.......---| 1965 1966 
|} American Forester__ at wea 1965 1966 
Pioneer Tide-- be ee andl 1966 1966 
Pioneer Cove __- 5s | 1966 | 1968 
| Pioneer Reef__.----- ‘ siincaierilemeeatite | 1963 1968 
| Pioneer Guns... me : 1964 1968 
| Pioneer Isle_-...---- ca : 1964 1968 
} American Pilot. ---....-- ; | 1965 | 1968 
| Pioneer Glen_.....--.-- PSTN Oe 1968 
Pioneer Star ic ec steel 1965 | 1968 
| Pioneer Gem-_--_---..----- as 
| American Merchant. --_..-.........-- 1965 | 1969 
| American Shipper. ---.............-. | 1965 1969 
| American Forwarder--................- | 1966 1969 
| American Importer io 1966 1969 
Amerie OMGOGiio 0. - 5. ono cansse 1966 1969 
American Scout-------- pacts 1966 1969 
American Traveler-__------ wien 1966 1969 

| 
APPROVED IN PRIOR FISCAL YEARS 

American Export Lines, Inc. ....-......| Explorer. ........-..-..--.....- sete 1959 | 1962 
American President Lines, Ltd.........| President Harrison................----| 1963 1966 
President Johnson zal 1963 1966 
| President Van Buren ides se sesall 1963 1966 
President McKinley_ -- beaded | 1966 1966 
By og See 1960 1963 
| DIINO iis sn i cece tain 1961 1963 
| President Heever. .<....-....... ae 1959 1961 
Bs ke ESR 1965 1966 
ES ee ...| African Pilot hab Dd ed cn hcke ik oicse tie 1964 1964 
| Bivice Peeing, Fa inn cena 1964 1964 
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Pi eR ge ae ee 1966 1967 
Alice TORR oasnn oo icc cectnsns 1966 1967 
Po a | 1966 1967 
| African Lightning................. cel 1967 1969 
| I NR ist du. dite cnc cccns 1967 1969 
Ns whee PNG er ie ea 1962 1967 
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Lykes Bros. Steamship Co., Inc--.- 


Moore-McCormack Lines, Inc-_----- 





Mississippi Shipping Co., Inc--- 


States Steamship Co---------- 
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Vessel 


Sue Lykes 


Almeria Lykes 
Tillie Lykes 
Doctor Lykes_----- 
Norman Lykes.--- 
Lipscomb Lykes_- 
Howell Lykes. 
Mallory Lykes-_. 
Helen Lykes_. 


Sylvia Lykes......-.- 


Gibbes Lykes. 
Frank Lykes_- 


Genevieve Lykes__-- 


Mason Lykes- -- 
Brinton Lykes_- 
Shirley Lykes--- 


Marion Lykes------- 


Fred Morris-_---.- 
George Lykes_-- 
Adabelle Lykes 
Robin Locksley- 
Mormacsea 


Mormactide.____---- 


Robin Sherwood _. 


Mormacmar - - 
Mormacreed 


Robin Trent _- 
Robin Gray 


Robin Kirk--__--.--- 
Robin Mowbray.---- 
Mormacteal.-.-.-...-- 
Mormacdove....-.------- 


Mormacowl. 
Mormaewind 
Mormacwren -_ --- 


1 TINIE Bee din acs i 
| Mormacwave.- .------- 


| Mormacrey- --. 
Mormacsurf. --- 


Robin Goodfellow_-- 


Mormacguide. 
Mormacpine -- 

| Robin Hood _- 
Mormachawk.-.- - 
Mormacelm___ 
Mormacrio-._. 
Mormacfir 
Mormacgulf.-_- 
Mormacisle 

| Mormacdawn- 
Mormacland 
Mormacmail 
Mormacpenn 
Mormacsaga 
Argentina. 
Del Valle 

Del Oro 

Del Santos 
Del Mundo-.- 
Del Alba_- 
Del Sol 


China Transport-_--- 

Japan Transport ...------.--.- 
America Transport. ----- 
Philippine Transport 
Pacific Transport - - - 


O. 3, 2a aenan 


Frederick Lykes_-_- 


Mormacterul. ........... 


Mormacsim......<.......- 
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Senator Enerx. Mr. Stakem, why do you limit this legislation to 
vessels delivered after January 1, 19504 





Mr. 
becausi 
The sh 
ber—t] 
the C— 
years ( 
Cleveli 
ships 
binatic 
few sh 
are COD 

But 
1950, a 
1945. 

Sen: 
is that 

Mr. 
life of 
think t 
constr 
beginn 
tion th 

Sene 
other’s 


U.S. De; 
depre 
delive 


Operator 


American 
Lines, Ir 
Exbro 
Exford 


Tota 


American 
Lines, L 
Presid 
land 
Presid 
Presid 

son 
Presid 

son 
Presid 
Kin] 


Tota 


loomfield 
ship Co. 
Alice } 
Lucille 
field 
Marga 
Neva | 


Tota 


Footno 





EXTEND THE LIFE OF CERTAIN VESSELS 13 


Mr. Straxem. The cutoff date was selected by the Board, Senator, 
because it represents the beginning of the new ships with the Mariner. 
The ships that were delivered between 1946 and 1950 were 44 in num- 
ber—that is subsidized ships—and they represent for the most part 
the C-2’s and C-3’s similar to the ones that were delivered in the earlier 
years Of, say, 1944 and 1945. The exceptions to this, Senator, are the 
Cleveland and the Wilson, which are the two combination passenger 
ships, of the American President Lines, and the three smaller com- 
bination passenger ships of the Mississippi Shipping Line and the 
few ships of Grace, which represent combination passenger ships but 
are converted C—2’s, carry about 52 passengers each. 

But the large bulk of the ships in that period, from 1946 to 
1950, are the same as the ships th: ut have been delivered in 1944—say, 
1945. 

Senator Enater. Is it your belief that their actual life isn’t 25 years; 
is that it? 

Mr. Sraxem. We think that if you are going to extend the economic 
life of the ships that you have to ‘pick a cutoff date some place, and we 
think the Mariner date is the best date to pick. That’s the 35 Mariners 
constructed after 1950, and the Board was willing to recommend that 
beginning with the Mariners and the new postwar passenger construc- 
tion that the life be extended as to them. 

Senator Eneir. Do you think there 1 is some doubt as to whether the 
other’s actual life would be 25 years ¢ 


U.S. Department of Commerce, Maritime Administration—Comparison of annual 
depreciation writeoff on basis of 20- and 25-year economic life of 44 vessels 
delivered between Jan. 1, 1946, and Dec. 31, 1949 




















: | 
Depreci- | Remain- 
|} ated book | ing years | Annual depreciation | 
| value Dec.| ofeco- | | Year ac- | Date of 
Operator and vessel | 31, 1959, nomic | ________| quired | construction | Date of 
minus | lifeon | by op- contract delivery 
| residual a20- | 2-year 25-year | erator 
} value! year | basis i basis | 
| basis 
a ee F wa oo , aa 
American Export 
Lines, Inc.: | | io 
Exbrook......-..| $363, 295 6.1} $59,197 32, 729 1946 May 17,1945 | Feb. 20,1946 
DR riiiicennwes 374, 024 6.3 59, 158 3a 161 1946 cane. ---| May 3,1946 
Total g | 118,355 | 65,890 | 
| = } 
American President | | 
Lines, Ltd.: | 
President Cleve- | | 
land. | 3, 867, 917 7.9 | 486, 321 | 299,839 | 1954 Jan. 16,1942 | Dec. 15,194 
President Wilson | 3, 934, 552 8.3 473,028 | 295,831 | 1954 ..do- .--| Apr. 27,1948 
President Jeffer- | | 
Bd. _| 539, 169 6.7 | 80,732 | 46,083 1946 | Sept. 2,1943 | Aug. 23, 1946 
President Madi- | 
Ss. ..c....} 836,081 6.5 | 81,164 45, 742 1946 |_._..do._-....| June 12,1946 
President Me- | | | 
Kinley___...__- 529, 418 | 6.6 | 80,501 | 45,683 1946 |__... | ee July 19, 1946 
BE intscnennnl-ssng--smas|-conccnssd] EG OE OL 
a = as Sa = = ———~ | 
*loomfield Steam- | 
ship Co.: | | | 
Alice Brown. | 395, 400 6.1 64,748 | 35,622 1957 Dec. 29,1944 | Sept. 17, 1945 
Lucille Bloom- | 
field _. -| 376, 250 6.3 | 59, 710 33,296 | 1956 |_....do.____..| Apr. 18, 1946 
Margaret Brown 396, 794 6.2 | 63,915 | 35,428 | 1957 .-do.......| Mar. 15, 1946 
Neva West | 405, 158 | 6.3 | 64, 747 35, 855 5 | 1957 |_....do.......| Apr. 2,1946 
Total. .........|.........-|-..-------| 258120 | 140, 201 | | 
' : : —— Ss § = =i 


Footnote at end of table. 
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U.S. Department of Commerce, Maritime Administration—Comparison of annual 
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African Planet - 473, 241 6.4 73, 409 41, 512 1946 |.--..do___....]| June 13, 19% we are 
African Rainbow 481, 888 6.5 73, 410 41, 903 FOS hoc cea July 26, 1946 
African Star.....| 461,978 6.3 73,409 | 40,883 | 1946 |_-_.- do._-----| Apr. 1819 | the Bo 
ae cacwnncen{scaccssaes| “GEG SSea08 | of the - 
S| >> wa | SS 
Grace Line, Inc.: was the 
Santa Barbara...| 582, 899 6.4 90, 287 51, 131 1946 | Jan. 25,1945 | June 17, 19% Sena 
Santa Cecilia. -- 586, 136 6.5 80,833 | 50,968 | 1946 }.-...do.--...-| July 12198 | thece g) 
Santa Isabel-_--_-- 635, 052 6.7 93,861 | 54,278 1946 |.....do___-...] Oct. 8 19% these s 
Santa Luisa._---- 633, 451 6.7 | 94,4297 | 54,141 1946 |-_---do_-__-_-] Sept. 17,194 } of 25 v 
Santa Sofia | 618,019 7.4 | 83, 466 49, 840 1947 Apr. 24,1945 | Jan. 24 1947 es 
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Now, as to whether they will fall apart at the end of their 20th year, 
no, 1 don’t think that. 

Senator Enexe. I am trying to find the logical basis for selecting 
the cutoff date. The fact that a cluster of ships were built after 19! 50 
isn’t significant unless those that were built at other dates preceding 
that dot not, in fact, have a life of longer than the 20 years. 

Mr. Stakem. W ‘ell, as to a lot of the war-built ‘ships, Senator, the 
Federal Maritime Board in working out its replacement program, we, 
in contracts with the industry, accelerated the construction of some 
and decelerated the construction of others. Some of the ships which 
were decelerated, which will be replaced before they get to be 20 
years old, are ex: vetly like some of the ships in this 1946-50 period, and 
we are searching for a date which we felt we could recommend, and 
the Board was persuaded—and this represents the unanimous voice 
of the Board—that the 1950 date, which was the date of the Mariners, 
was the best date. It comes down to that. 

Senator Enete. I know; but the logic of extending the life of 
these ships from 20 to 25 years is that the ships actually have a life 
of 25 years and are usable for 5 years longer than the period presently 

rmitted. Now, it seems to me that the logical rule, then, would be 
to look at the ships and say that if they, in fact, have a life of more 
that 20 years, they ought to be included; and if they do not, they 
shouldn’t. Isthat so hard to do? 

Mr. Staxem. Senator, I can’t quarrel with your logic. Some of 
these ships may be operated long after they are removed from the 
subsidized service; as a matter of fact, there is legislation before the 
Congress that would, when some of these ships are traded in on new 
construction, that there be some provision made to perhaps work out 
a trade with the unsubsidized offshore trade to use these ships, so 
they will have a use after their economic life. But for subsidy pur- 
poses we want the best ships in there that we can get, and we think 
these ships will be useful beyond that date or there would be no 
reason to put them in the reserve fleet against the date of use. 

Senator Eneie. Do you favor applying this legislation to nonsub- 
sidized ships ? 

Mr. Sraxem. Yes. The bill as written and as amended—as we pro- 
pose amending it, would still apply the principles to the nonsubsidized 
ships. It would be useful to them in spreading the mortgage balances 
due over a longer period of time. 

Senator Ener. What would that do to the tax situation ? 

Mr. Staxem. I think it would be less depreciation that would per- 
haps be funded, assuming that a nonsubsidized operator would fund 
depreciation for replac ements; it would increase his earnings and 
would probably increase the taxes. 

Senator Encore. That is, it would stretch out the taxes, over the long 


haul they would pay the same amount of taxes provided their income 
rmained constant. 


Mr. Staxem. Yes. 

Senator Encore. Counsel, do you have any questions ? 

Mr. Grinsrern. You said that the bill would apply to subsidized as 
well as to nonsubsidized vessels. Under the terms of the Board recom- 


mended amendments it would be permissive with respect to all vessels, 
would it not 2 








18 EXTEND THE LIFE OF CERTAIN VESSELS 


Mr. Sraxem. Not the matter of the depreciation and the stretchout 
of the depreciation. The only part that we feel that would be per. 
missive rather than mandatory would be the changing of the mort. 
gage contracts or the mortgage insurance contracts. 

Mr. Grinstein. But insofar as depreciation, then, it would be man. 
datory ? 

Mr. Stakem. It would be mandatory, as we read it. 

Mr. Grrinstern. There have been several Government publications | 
recommending technological improvements in our fleet. Would yoy | 
say that this bill would be an aid to technological improvements or q | 
deterrent ? 

Mr. Sraxem. I don’t feel that it would be a deterrent to the techno. 
logical improvements, I don’t think it would be much of an assist, 
except that the newer vessels that are being built, the life of them 
would be stretched out over a longer period and if there is technologi. | 
cal improvements they could be taken advantage of in the replace. | 
ment of the unit. I don’t think it would deter the technological in- 
provements by passing this bill. 

Mr. GrinstTEL. I have no further questions. 

Senator Eneix. Thank you very much, Mr. Stakem, for your state 
ment, and if you are not required to be elsewhere could you remain 
in attendance for a little bit until we see what these other witness 
have to say. 

Mr. Srakem. Yes, Senator, I will. 

Senator Encie. Mr. Alex Purdon, vice president, U.S. Lines, accon: 
panied by Mr. Piper. 


STATEMENT OF ALEX PURDON, VICE PRESIDENT, U.S. LINES; 
ACCOMPANIED BY BURKE G. PIPER, VICE PRESIDENT, GRAG 
LINES; WILLIAM DORMAN, VICE PRESIDENT, AMERICAN Ey}. 
PORT LINES; AND IRA EWERS, COUNSEL, MOORE-McCORMACK 
LINES 


Senator Ener. Mr. Purdon, I see you have a statement. It is rela 
tively brief. Would you prefer to have it inserted in the record and 
summarize the major points or would you prefer to read it? 

Mr. Purpon. I think, Mr. Chairman, in the interest of conserving 
time, I will be happy to summarize. 

Senator Encir. Without objection, the statement will appear in tle 
record as if read, and you may proceed to emphasize the major points 
in the statement. 

(The statement follows :) 

Mr. Purpvon. Mr. Chairman and members of the committee, my | 
name is Alexander Purdon. I am a vice president of U.S. Lines Co 
and I appear before you as a member of the vessel replacement commit 
tee of the Committee of American Steamship Lines to support the 
extended life provisions of S. 2998. 

With your permission, I would like to have seated with me: Mh 
Burke Piper, vice president and treasurer of Grace Lines who wil 
answer questions on the financial implications of the bill; Mr. Willian 
Dorman, vice president-technical of American Export Lines, who 
also a naval architect to answer technical questions; and Mr. In 
Ewers, who is serving as counsel to our vessel replacement committe. 
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Mr. Piper and Mr. Dorman have brief statements which we would 
request to be placed in the record. 

The Committee of American Steamship Lines is comprised of all 
the companies holding operating-differential agreements with the Fed- 
eral Maritime Board. These agreements include obligations to replace 
their ships in accordance with a predetermined schedule. Under these 
agreements we are committed to build new ships costing us about five 
times the acquisition cost of their predecessors but with only moderate 
increases in earning capability. 

The bulk of our replacements will be at new high price levels yet 
ina period when the world supply of ships so far exceeds demand that 
fierce, competitive pressures are forcing freight revenues downward 
at the present time. 

So long as this situation prevails, freight revenues cannot be expected 
to improve sufficiently to support adequately the increased capital 
investment required for new ships on a 20-year life. 

Assuming full parity between U.S. and foreign shipbuilding prices, 
we still have the 5 to 1 ratio in acquisition costs. Prospects for freight 
revenues are not, however, expected to improve proportionately in 
the immediate future; therefore, other steps must be taken to make 
the replacement program economically feasible. 

Under title V of the 1936 act, the Secretary of Commerce must 
conclude that the construction program for which he authorizes 
mortgage insurance is economically sound. 

Under any circumstances, management is responsible for the eco- 
nomic soundness of programs it initiates. 

Considering all of these factors, our companies, after careful re- 
search and long deliberation, have concluded that a longer period of 


amortization is required to meet the problems of debt service and 
capital recovery. 

Without extended vessel life, the Department of Commerce and 
the Federal Maritime Board may in certain cases be unable to make 
the determinations of “economic feasibility” or “economic soundness” 
with which they are charged. If they cannot make such determina- 
tions, the replacement program may in some instances be blocked or 
at least delayed. 

Bear in mind that the bill does not modify the contractual replace- 
ment obligations of the lines. As we have repeatedly said, we are 
prepared to move ahead with our contractual commitments, Passage 
of this legisltion will not reduce our overall replacement goals but it 
will make them more attainable. 

It is our belief that adoption of the extended vessel life concept 
will ultimately produce more, rather than less, shipbuilding because 
it will enable the companies to go farther with replacements than will 
be possible under the 20-year life. 

Basically, we propose to extend the statutory life of postwar ves- 
sels from 20 to 25 years and make enabling amendments in appropri- 
ate sections of the 1936 act affecting depreciation and debt service re- 
eens. The effects of this extended vessel life would be applied 

tom January 1, 1960. There would be no retroactive adjustments. 

Actually, S. 2998 as introduced goes farther than our current pro- 
posals, 

Essentially, we now propose varying treatments as follows for two 
categories of vessels owned or to be built by companies holding oper- 








20 EXTEND THE LIFE OF CERTAIN VESSELS 


ating-differential subsidy agreements. CASL’s position is expressed 
only on behalf of the subsidized operators as follows: 

(a) Newly constructed vessels delivered by the builder after Janu- 
ary 1, 1960, should have a statutory life of 25 years with collateral 
amendments to the act. 

(6) Vessels delivered by the builder after January 1, 1946, and be- 
fore January 1, 1960, should have a statutoy 25-year life with collat- 
eral amendments to the act but adjustments in depreciation deposits 
should not be retroactive. Provision should be made in this group to 
extend existing mortgages to 25 years with exceptions for vessels 
under private mortgage to the extent the mortgagee is willing. 

Let us turn now to the practical considerations. 

There is nothing sacrosanct about the existing statutory 20-year life 
applied to liner vessels. Under Maritime’s current program, some of 
our ships will be replaced in advance of 20 years with a maximum age 
of 29 years. This spread provides flexibility and is obviously neces- 
sary and required by the Federal Maritime Board to avoid block 
obsolescence and block replacement. A vessel is not obsolete merely 
because it has passed its 20th birthday. Obsolescence is relative. Ves- 
sels become obsolete only as new and superior vessels are introduced 
which make existing types uneconomical. 

Since ours is a long-range and progressive replacement program, 
improvements in technology are and will continue to be incorporated 
as they are developed and proved. 

Our technical experts are convinced that liner ships delivered sub- 
sequent to January 1, 1946, will be able to operate competitively for 
at least 25 years. In support of their position they cite: 

Superior materials. 
Improved design and production methods. 
setter supervision and inspection. 
Improved craftsmanship. 
For the most part, owner operation from time of delivery. 
. Better maintenance and repair. 

There can be no dispute therefore that, in a technical sense, the 
extended vessel life for liners is fully justifiable. 

As to economic life, consideration must be given to the fact that 
the ships we are now building and many we are now operating, in- 
cluding the Mariners, are among the very finest in the world. 

Our new designs incorporate many technical improvements surpass 
ing most foreign ships. Among these are: 

(a) Speeds in excess of existing competitive requirements. 

(6) Improved cargo handling. 

(c) Specialized facilities for bulk, liquid, refrigerated, and pack- 
aged cargoes. 

Extension of vessel life, as we propose, is practical and necessary. 

It involves no additional financial burden to Government. On the 
contrary, it reduces the Government’s risk. 

It also gives the operator a longer period in which to recover high 
capital costs and, by lessening debt service, enhances our ability to 
complete the long-range, contractual ship-replacement programs. 

We propose the adoption of a statutory 25-year life for post-World 
War IT liner vessels, that is those delivered by the builder after 
January 1, 1946. 
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Adoption of this principle will further assure that the biggest 
peacetime replacement program in our Nation’s history will not be 
such a crushing financial burden that it may be self- defeating. 

We do not agree with the proposal of the Federal Maritime Board 
that the amendments should apply a 25-year life only to vessels de- 
livered after January 1, 1950. While it is true, as Mr. Stakem said, 
that ships delivered ‘after January 1, 1950, include the most modern 
passenger vessels in our fleet, the Mariners and our latest freighter 
designs, it is our contention that ships delivered in the period bet ween 
January 1, 1946, and January 1, 1950, should also be included in the 
25-year life concept. We selected the date of January 1, 1946, as 
being an appropriate postwar dividing line which justifies a differen- 
tiation in the economical useful life of the ships in our fleet. There 
is no question that ships delivered prior to that date saw hard service. 
However, while ships delivered after January 1, 1946, may have been 
built under wartime conditions, they did not see war service. Ships 
delivered by the builders after January 1, 1946, and before January 
1, 1950, were, for the most part, delivered directly to owners and have 
benefited from peacetime maintenance and repair. These ships were 
generally better built and maintained and experienced less stress 
in service than those delivered prior to January 1, 1946. Included in 
this group of ships are 3 combination ships of the Mississippi Ship- 
ping Co., 2 passenger ships of American President Lines, 8 combina- 
tion ships of Grace Line, and 31 freighters. 

In simple language, this bill costs the Government nothing, will 
help to sustain a progressive ship-replacement program, and is bene- 
ficial to the operators. 

We concur with the statement supporting the bill made by the 
Maritime Administration, excepting that we propose that in the 
amendments proposed by them “January 1, 1946” should be substi- 
tuted for “January 1, 1950” wherever it appears. Further, we recog- 
nize that the Maritime Administration should be permitted some flexi- 
bility in deciding whether certain mortgages should be extended. 
Therefore, we suggest that instead of changing “shall” to “may” in 
line 20, page 3, of section 9, as proposed by them, this should read: 
shall for companies holding operating-differential subsidy agreements, and may 
for others. 

Attached to my statement is a list of technical amendments to 
which I doubt there would be any objection; therefore, I shall not 
comment on them. 

Mr. Piper, Mr. Dorman, and Mr. Ewers will join with me in answer- 
ing any questions. 

The Committee of American Steamship Lines strongly supports 
enactment of S. 2998 and urges your favorable consideration. 

Technic al amendments proposed by CASL to S. 2998: 

3. In section 1, CASL concurs with FMB that all after “1936” on 
page 1, line 5, to the bottom of the page, be deleted, but CASL thinks 
there should be added : 


and section 4 of the Merchant Ship Sales Act of 1946. 


62346—60 4 
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4. Section 7. It is suggested that to the same effect, but with 
greater clarity, section 7 should be amended to read : 


Section 1106 (1), (2), and (3) are amended by striking out wherever they 
occur the words “the maturity” and inserting in lieu thereof ‘twenty-five years 
from the’. 


5. In section 9, in FMB’s amendment No. 5, after “contract” in 


(c) there should be added : 


, including but not limited to mortgage insurance contracts, commitments to 
insure mortgages under title XI, and mortgages, 


6. From FMB’s amendment No. 7, delete “802” as this seems amply 
covered in FMB amendment No. 3. 

7. In section 9, page 4, line 8, change “undepreciated” to “depre- 
ciable”. 

8. In section 9, page 4, after “costs” in line 8, insert: 


or contingent obligations for refund of construction-differential subsidy or 
national defense features. 


Mr. Chairman, may I also ask that statements that have been made 
by and for Mr. Dorman, Mr. Piper, and Mr. Ewers be similarly 
inserted in the record ? 

Senator Eneix. Without objection, that will be permitted and I 
will call on each of these gentlemen later for some further remarks 
they wish to make in addition to whatever statement you make in 
summary of the main points of your statement, Mr. Purdon. 

(Statement of Mr. Piper follows:) 


My name is Burke G. Piper and I am vice president and treasurer of Grace 
Line, Ine. Today I appear before you as chairman of the Finance Committee 
of the Committee of American Steamship Lines in support of S. 2998. 

The subsidized American-flag operators have for some time been engaged in 
a severe struggle for survival against determined low-cost foreign competition 
as shown by recent sharp reductions in industry earnings. There now exists 
a worldwide imbalance of shipping capacity to available cargo. Further, a 
noticeable reduction in commercial exports of the United States and the growing 
competitive impact of foreign economies on our postwar markets abroad have 
aggravated the effect of this world situation on American-tlag carriers. 

Despite this situation, most American-flag operators have begun their vessel 
replacement program as required under their operating-differential subsidy con- 
tracts. The replacement program provided for under these contracts, which calls 
for the construction of approximately 275 vessels at an estimated cost to the 
operators of some $2.5 billion, is the costliest capital investment in their history 
and reflects the sharp increase in shipbuilding costs which have continued to 
rise since World War II. 

Current studies by the various American-flag operators, however, raise serious 
doubts as to their ability to support the financial burden of high-cost replace- 
ment vessels based on the present statutory 20-year vessel life. This is too 
short a period within which to recover the high capital costs and to meet the re- 
lated high fixed debt service charges. 

The gravity of the situation is demonstrated by the following table which 
shows that in recent years, which have included some of the most prosperous 
years in the American merchant marine, the combined earnings of all subsidized 
American-flag operators did not equal incremental depreciation on estimated 
replacement costs : 


| 1956 1957 





Total combined net income after taxes for all subsidized operators 
Less additional depreciation on estimated replacement cost (5 times 
acquisition cost of present fieet) dace et A ; 116, 977, 000 | 143, 060, 000 


$73, 599,000 | $70, 690, 000 


Net erosion of shipping capital Be ees ; | (43, 378,000)| (72, 370, 000) 
| 
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In other words, the entire group of subsidized American-flag operators failed 
by some $43 million in 1956 and by $72 million in 1957 to accumulate a pro rata 
share, on a 20-year life basis, of the funds needed to build replacements for the 
yessels then being operated. 

As you undoubtedly are aware, a Government-sponsored study group recently 
eame forth in the Walrus report with recommendations calling for the con- 
struction of faster line ships with more elaborate cargo-handling equipment. 
While it is contended that the higher cost of these vessels would be offset by 
reductions in operating costs, the fact remains that the higher initial capital 
investment required for such vessels will tend to aggravate still further the 
problem with respect to capital recovery and debt servicing under the statutory 
20-year life of vessels. 

An extensive review of the current and prospective conditions described above, 
has led the members of the Committee of American Steamship Lines to the 
conclusion that in order to adequately finance these vessels their statutory life 
should be increased from 20 to 25 years. This extension is more in line with 
their true economic usefulness and in accord with the fundamental accounting 
concept of depreciating an asset over its economic life. This extension will 
provide significant relief to the operators in the form of reduced fixed debt 
service charges, which, once the debt is incurred, must be met year in and year 
out regardless of operating profits in order to avoid default and loss of the 
yessel. The following table indicates the effect on the total fixed debt service 
charges of the subsidized lines by increasing the statutory life to 25 years, 
assuming cash downpayments of about $650 million and total borrowings for 
the entire vessel replacement program of $2 billion and an average interest rate 
(including mortgage insurance premiums) of 514 percent. 














| 20-year life 25-year life 
| Total | Annual Total Annual 
i | average average 
Debt repayments. - - -- 7 J aide $2, 000, 000, 000 | $100, 000, 000 | $2, 000, 000, 000 $80, 000, 000 
Interest payments___.--_-- — spies 1, 155, 000, 000 57, 750, 000 1, 430, 000, 000 57, 200, 000 
Total fixed debt service charges. .....|_.....-.....--- SOG; FOREGO Peis cucekasonsuene 137, 200, 000 


As can be seen from the above table, the annual average funds required to 
be generated each year over the 20 or 25 year lifespan of the vessels concerned 
to meet fixed debt service charges would be reduced by about $20 million per 
year for the industry as a whole, under a 25-year statutory life. This computa- 
tion, of course, is not precise but does indicate the inrportance of this issue to 
our companies. In any event in times of prolonged financial stress and difficult 
competitive conditions the reduction in the fixed debt service charges could 
very well spell the difference between financial disaster and continued opera- 
tions of the American merchant marine. 

As stated previously, if an operator cannot meet its fixed debt charges, the 
debt is in default and the vessel or vessels and conceivably other assets could 
be taken from the operator to satisfy the lenders. Further, to the extent that 
the corporate assets do not satisfy the debt, the Untied States would be called 
upon to satisfy the mortgage guarantees. In the event defaults do occur and 
even if the operator is not completely bankrupt, his replacement program would 
undoubtedly come to a halt as the Maritime Administration would not be able 
to make the necessary findings as to the economic justification for additional 
vessels. Moreover, as defaults occurred and still others appeared imminent the 
entire replacement program would probably fall into disrepute with the capital 
markets. Private investors would not be willing to lend funds to finance the 
replacement vessels even if the Government were willing to participate through 
construction subsidies, and title XI insurance. Lenders do not want their 
investment programs to be disrupted through premature termination of the 
loans and further it is distasteful to the lenders to have to proceed against 
the Government to recover their funds. 

Since most, if not all, of these borrowings will undoubtedly be insured under 
title XI of the Merchant Marine Act of 1936, the passage of the bill, as amended 
would increase flexibility and lessen the Government’s risk of loss by improving 
the ability of the operators to meet their debt payments. The extension of the 
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term of mortgage guarantees to 25 years does not increase the exposure of the 
United States since, under favorable conditions, operators will undoubtedly 
prepay mortgage notes, thereby in fact lessening the risk of the Government, 
Irrespective of the financial responsibility of the Government regarding thege 
loans, however, it seems clear that the continued maintenance of a financially 
sound merchant marine is essential to the national welfare. 

In conclusion, we believe that the extension of the statutory life of the sub- 
sidized vessels, which appears so vital and necessary, would actually only grant 
to the shipping industry the right enjoyed by the majority of American industries, 
i.e., the opportunity to recover capital expenditures over the full economic life 
of the investment. 

For these reasons, the Committee of American Steamship Lines respectfully 
urges the passage of the bill as amended. 





(Statement of Mr. Dorman follows:) 

Mr. Chairman and members of the committee, my name is William J. Dorman. 

I am vice president (technical) of American Export Lines, Inc., and I appear 
before you as a member of the technical committee of the Committee of American 
Steamship Lines. I am a naval architect, a graduate of Webb Institute of Naval 
Architecture, and a member of the Society of Naval Architects and Marine 
Iingineers. My entire professional career has been spent in ship design and 
technical work, including maintenance, repair, and survey work on both U.S. 
and foreign-flag vessels. 

My company, American Export Lines, Inc., strongly urges the passage of bill 
S. 2998 for the reasons already stated, and also because we believe it is perfectly 
practicable in the technical sense. 

I feel entirely confident in saying that vessels built in this country since 
January 1, 1946, or to be built in the current and future shipbuilding programs, 
can be operated economically, efficiently, and competitively for a 25-year life 
period without a disproportionate increase in maintenance and repair costs. 

In my opinion, we can expect relatively higher annual maintenance and repair 
costs on those vessels built during or immediately prior to World War II which, 
because of Federal budget limitations on the ship replacement program, must 
operate beyond the present 20-year statutory limit. However, in relation to 
the extended life of these ships, the higher costs may still be regarded as rea- 
sonable and, in my judgment, it is entirely practicable and economical to 
maintain their seaworthiness and competitive status over a 25-year lifespan, 
vis-a-vis a 20-year life. 

I would like to repeat that in the case of vessels built since World War II, 
the extension of their statutory life should not increase the average annual 
maintenance and repair bill. It is quite possible that the costs may go up by 
reason of inflationary influences, but the extension of the statutory life to 
25 years will not of itself increase maintenance and repair costs unduly. I say 
this for many reasons. 

First of all, post-World War II vessels have been built under normal ship 
building conditions with sufficient time allowed for proper construction. None 
of the great haste and shortcuts in construction methods, made necessary under 
war conditions, are practiced in peacetime construction. Proper welding se 
quences can be followed, material control is more thorough, and supervision and 
inspection is certainly carried out with far greater attention to details. Inspee- 
tion techniques have improved with the development of inspection instruments 
and devices. 

Ship design itself has improved and will continue to improve. As new advances 
are made and proved in technology, they will be incorporated in future replace 
ments. The adoption of a 25-year life will not be a brake on technological 
advance in ship design or building. With the benefit of hindsight, the operators 
and the shipbuilding industry in conjunction with the Maritime Administration 
are able to avoid those poor design features which proved troublesome in 
many of our war-built ships. The U.S. Coast Guard and the American Bureau 
of Shipping have revised their rules where required, profiting from the knowl 
edge gained during the war program, and many of the wartime errors are now 
automatically avoided by the application of these new regulations. Their cur 
rent rules, plus progress in metallurgy and plastics, result in superior materials 
being used in present-day ship construction in this country. For example, special 
high-grade steels are now required in critical higher stressed portions of the 
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hull structure. High strength alloys are being used in propellers. Plastic 
lifeboats with minimum corrosion and maintenance problems are being developed. 

Shipyard production methods are obviously superior to those prevailing during 
World War II. Better equipment and tools are available, all promoting im- 
proved quality in construction. Generally speaking our American shipbuilding 
industry now has modern, efficient equipment, machinery, and laboratory facili- 
ties. I feel this is true with regard to both new construction and repair work. 
Peacetime shipyard labor is better trained and more experienced in the art of 
shipbuilding resulting in improved craftsmanship. 

Another life extending influence is the fact that peacetime vessels are not 
driven as hard, through bad weather, as is necessary during war. Peacetime 
operation enables us to route our ships to avoid storm centers, and to schedule 
yessels at their designed service speeds without excessive demands on the pro- 
pulsion plant. In addition, usually one owner operates the ship throughout its 
life, enabling him to keep a systematic maintenance and repair schedule. 

All of these factors lead to the conclusion that we are building ships that are 
better in all respects, with quality second to none. We are not punishing them 
in service and are keeping them up to very rigid maintenance standards estab- 
lished by management and as prescribed by the U.S. Coast Guard and the 
American Bureau of Shipping, and we have excellent ship repair facilities to do 
the work. These things all contribute to the certainty of the efficient and com- 
petitive operation of these vessels over a 25-year statutory life span. 

For these reasons we support 8. 2998 and urge its adoption. 

Senator Eneitn. You may proceed. 

Mr. Purvon. Thank you, sir. 

This bill is one of great importance to our segment of the industry. 
As we look forward to the mounting costs of replacement we recog- 
nize that the burden of debt service is mounting and it becomes in- 
creasingly difficult to make the increased investment required in new 
ships in a time when the world is overtonnage and competitive forces 
are forcing rates downward. 

The whole purpose of the bill is to stretch the life of our replace- 
ment ships and so that we now have to 25 years in order to reduce the 
debt service burden. 

We are in complete agreement with the statements made by Mr. 
Stakem in support of the bill. 

I would like to add that we have here a bill which is of great ad- 
vantage to the industry of no conceivable disadvantage to the Govern- 
ment. It does not cost the Government anything but it will be a 
substantial benefit to us. 

Beyond that it seems to us that it will make the attainment of the 
vessel replacement program more reasonable. It will not reduce the 
number of ships built in the replacement program; on the contrary it 
seems to us more likely that under this sensible program, in the long 
run more ships will be built rather than less. 

Senator Eneie. Mr. Purdon, do you have before you the statement 
made by Mr. Stakem ? 

Mr. Purvon. Yes, sir. 

Senator Enexe. Will you look at page 2 and tell me which of these 
four proposed policy amendments you agree to and which, if any, 
you disagree to ¢ 

Mr. Purvon. Yes, sir. 

Mr. Stakem’s first amendment would apply the 25-year life only to 
vessels delivered after January 1, 1950. We disagree with that. We 
would propose that the date be January 1, 1946. 

The logic of our position is that the ships delivered after January 
l, 1946, although some of them may have been constructed in the last 
months or years of the war, generally did not see war service and so 
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they were not subjected to the use that ships were during actual war Mr. 
service. mittee 

Normally they were delivered directly to their owners and had the | to the 
benefit of the direct maintenance and repair program of the owners, other 
So, we think that January 1, 1946, if there has to be a dividing line, js |_ have | 
a logical dividing line because it relates not only to the type of ship missio 
but to the fact that the ships have been better cared for, were not ex. | by th 
posed to abuse during war, and in all respects there is no question that | 2998 t 
they have a useful life of 25 years or perhaps better. sels, W 

As a matter of fact, under our present program of replacement | made | 
where we have to replac e some of these vessels short of their 20th year, | here t 
we have replaced some at the 15th year. We will also replace some Nov 





beyond the 25th year in order to spread the replacement out and elim. Sen: 
inate the hump. This is a matter of negotiation between the indi- Mr. 
vidual operator and the Maritime Administration. page 5 


So, I repeat, that our position is January 1, 1946, the logic of it is Mr. 
that these ships are better ships in relation to use, in relation to main-| what t 


tenance and repair, than the ships prior to January 1, 1946. tanker 
There are about 40 ships in that group, Mr. Chairman, : and included Now 
in the 40 are certain ships that are even more distinctive. sels th: 


Senator Eneir. Why have a cutoff date at all, Mr. Purdon? Why Mr. 
not just say to the Maritime people, you are authorized to take a look oti 
at this ship and if it has a 25-year life in your expert and considered na 
judgment it qualifies ; and if it looks like it is going to br eak in the} Wou 
middle some time in the next 2 or 3 years you just don’t give it a 9-} your th 
year life and permit it to particip: ite? Was 

In other words, the real standard that you ought to apply is whether Has 
or not the ship, in fact, has such a life. I understand that certain of your te 
these tankers do not I: ast as long as certain other types of ships, so what} Mr. § 
is wrong with the suggestion that you make the fact of having a lifeof} Sena 

25 years the controlling factor rather than an arbitrarily selec ted date} with re 
that may or may not fit each and e very ship that is either included ar} others. 
excluded ? Mr. | 

Mr. Purvon. There is very little wrong with it in the terms that you spreadi 
put it, Senator, and I think the only answer I can give you is that then} the cha 
was substantial objection from the Administration to such a : contrac 


gram. There might be some administrative problems involv Senat 
making a ship-by-ship determination of this kind. betweer 


From the st: ndpoint of long-range financing and looking at you Your 
obligations ahead it would be better to say that everything afte) preciati 
this date you can figure on for 25 years. Mr. § 

Mr. Chairman, 1946 to us was a compromise date. If a date hal number 
to be selected we thought there was more logic in this date than am} Mortgag 
other. » ment, ay 

Senator Enorr. Would you have any objection to changing th} those, — 
word “shall” to “may” so that the Maritime Board could go “pad  Senat: 


to 1946 but would not be obligated to do so? Purdon, 
Mr. Purpvon. May | think about that one for a minute, sir? Mr, F 
Senator Eneue. I don’t intend to catch you by surprise with aly dates we 


of these SGaceticas and you ean think about them if you want aml Maritim 


answer later. ton, 
Mr. Ewers. May I answer that ? Wear 
Senator Encir. Mr. Ewers. kages, sq 


of relief 
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Mr. Ewers. The comment of Mr. Stakem before the House com- 
mittee indicated that it was intended to be mandatory with respect 
to the vessels of the subsidized fleets, but that with respect to various 
other types of vessels, not subsidized, particularly those that might 
have title XI mortgage complications, that he thought that the Com- 
mission should have some discretion, and the amendment proposed 
by the CASL Committee makes mandatory the application of 5S. 
9998 to subsidized vessels and makes it on ‘rmissive as to all other ves- 
gls, which is our interpretation of the statement which Mr. Stakem 
made before the House committee and which he substantially repeated 
here today. 

Now, we speak only—— 

Senator Enerz. Has that amendment been submitted ? 

Mr. Purvon. It is attached to my statement, Mr. Chairman, on 
page 5 

Mr. Ewrrs. We only speak for the subsidized group, Senator, and 
what the problem is with respect to any other type of vessels, the 
tankers or anything else, we don’t know. 

Now, if Maritime wants it made permissive as to other types of ves- 
sls that is perfectly agreeable to us. 

Mr. Stakem has testified that it was intended to be mandatory with 
respect. to vessels in the subsidized fleet. 

Senator Enere. Where is Mr. Stakem / 

Would you come forward, please, and sit here so we can delve into 
your thinking on this subject a little / 

Was that your intention, Mr. Stakem / 

Has Mr. Ewers correctly stated what you intended to convey in 
your testimony ? 

Mr. Srakem. I did not hear the last part of that. 

Senator Enoir. He said you intended to make this bill mandatory 
with respect to subsidized vessels and discretiona ry with respect to 
others. 

Mr. Stakem. We intended that it would be mandatory with the 
spreading of depreciation but it would be permissive with respect to 
the changes in the mortgage contracts and the mortgage insurance 
contracts. 

Senator Enerx. You did not intend to make a differentiation, then, 
between subsidized and nonsubsidized vessels 4 

Your distinction was with reference to the spreading of the de- 
preciation whether it was in one class or another; is that right? 

Mr. Stakem. That is right. I can envision that there may be a 
number of unsubsidized vessels of the cargo class, which would have 
nortgages to the Government or be margin-insured by the Govern- 
ment, and that we may want to extend the life beyond 20 years on 
those. So this is where the permissive end comes in. 

Senator nein. Do you have any further comment on that, Mr. 
Purdon, at this time ? 

Mr. Purvon. I would say again for the sake of the compromise 
dates we are not herein talking about the life of the vessels. Actually, 
Maritime extends the useful life of these vessels by contract negotia- 
tion. 

We are only talking about spreading out depreciation and the mort- 


gages, so, from that sti andpoint alone, 1946 would give us the measure 
of relief that we think is important. 
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If I may go to Mr. Stakem’s second amendment we are satisfied 
with that amendment and we would be happy to accept it. 

With respect to his third amendment, we don’t agree with the logic 
of it but we do agree with the practicability of striking it, and we will 
take that matter up some other time. 

With respect to his fourth amendment: Now this is where the Mari- 
time Administration would make permissive rather than mandatory 
the amendment of existing mortgages to conform to the amendments 
made by the bill. 

On that one we would propose that the bill be modified on line 20, 
page 3, of section 9, so that instead of changing “shall” to “may” as 
they would propose, it would read “shall for companies holding 
operating differential subsidy agreements and may for others.” 

The effect of that would be that a company holding an operating 
differential subsidy agreement would automatically have the existing 
mortgages on the ships covered by the bill extended to 25 years, but 
in other cases, as, for example, on subsidized operators or tankers, the 
Board would have complete flexibility in deciding whether that was 
appropriate or not and could use its judgment and certainly with 
respect to tankers, as you have indicated, sir, there are different cir. 
cumstances in the economic life and the useful life of the tankers 
which would have to be dealt with separately. 

So, we have four amendments proposed by Maritime. We concur 
with two. We suggest that one be 1946 instead of 1950, and on the 
fourth we would give them the flexibility with respect to all unsub- 
sidized operators, including tankers, and we think that extension of 
mortgages should be mandatory for a subsidized operator. 

Senator Eneix. Do you have any comment on that, Mr. Stakem ? 

Mr. Sraxem. As to the No. 4, the “shall” for subsidized, and “may” 
for unsubsidized, the Board does not agree with that entirely. 

On the face of it, it is a little bit discriminatory. We think that 
there may be occasions in connection with the mortgage contracts of 
subsidized vessels or mortgage insurance contracts of subsidized ves 
sels which the Board or the Administrator might want to change or 
not change depending upon the particular circumstances. 

We prefer to make it permissive across the board on that. 

On the 1946 versus the 1950 date I might say that this is an argu: 
ment that has been going on long and loud among the group at the 
table here with me and other members of the Board and we just do not 
see eye to eye on it, particularly now the talk about the ships between 
1946 and 1950. These ships were built with the same materials that 
were used in the war years and certainly those ships do not have the 
most modern of facilities that the ships, say, after the Mariners have, 
so, there is just a plain disagreement on what should be the cutof 
date. 

Senator Enate. Do you have any further coniment to make on the 
suggestion that I made a few minutes ago that it seemed to me tok 
sensible to use the fact of the actual life of the ship rather than some 
artificial or arbitrarily selected cutoff date. Would that place admin- 
istrative burdens upon the Maritime Board that it would not wall 
to assume? Is that it? 

Mr. Straxem. I think that is true, Senator. It seems to us that the 
1950 date is the best approach to it. 
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Now we have done what you suggest in another way, in leveling out 
this ship replacement obligation. In about 93 ships which are of the 
war-built class the Board, in its negotiations with the company, have 
extended the life of these 93 ships and we have given them a finding of 
public interest in extending the life of those ships. 

Now in about 159 other ‘ships which I think are probably of the less 
desirable class, the Board and the industry have agreed that they 
would replace them before the ship reaches its 20th year. 

Senator Ener. What you are saying is you have the discretionary 
ower to do what I have suggested already, i is that it, and you have 
used that discretionary power / 

Mr. StakeM. We have used that in connection with leveling out 
of the ship replacement. program. 

Senator Enexie. That raises the question then as to what is the 
necessity of this bill? 

Mr. Stakem. Under the present law the depreciation on all these 
ships that. we are talking about would have to be on the basis of 20 
years. We think it would be an assistance both to the Board’s re- 
placement program and to the industry to allow the depreciation on 
these newer ships and certainly the units that are being built for the 
future over a 25-year period. 

Senator Eneie. I understand that, but if you have a discretionary 
power to extend the life, do not the shipowners immediately readjust 
their depreciation schedules ? 

Mr. Srakem. No, sir. 

Senator Enerx. They do not ? 

Mr. Purpon. No, sir; we are not permitted to under the law. That 
isthe nub of the question. The Maritime has discretionary power to 
extend the depreciation to 25 years for this group of ships. 
replacement program, and has no discretion to adjust the depreciation 
torelate to the useful life. 

Now what we are proposing is that they be given the authority to 
extend the deprec iation to 25 years for this group of ships. 

Mr. Srakem. To illustrate the point further, Senator, in the 159 
cases where the construction has been accelerated by negotiations 
between the Board and the industry the undepreciated balance on 
those 159 ships, when they are traded in on new construction, will be 
about $43 million. 

This is $43 million that will not go into the capital funds, it has 
some tax consequence in the new ship, but in effect it is the undepre- 
cated balance on the ships at the date of its trade-in on new con- 
struction. 

Senator Enotes. I understand that. 

Mr. Ewrrs. Senator, may I interrupt just a moment here? This is 
amatter on which I have labored for a long time. I am not telling 
any secrets out of school. We debated this in CASL for a long time. 

Senator Enore. Debated it where? 

Mr. Ewers. In the organization for which we speak and of which 
we are members. 

Mr. Purpon. The Committee of American Steamship Lines. 

Mr. Ewers. There were many of us who felt that any cutoff date 
was undesirable. Congressman Pelly in the House transcript reached 
the same conclusion. W hy have any cutoff date at all? 
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CASL, after laboring the problem, reached the conclusion that 
1946 was a logical date for tworeasons. Mr. Purdon has explained the 
vessels delivered after 1946 while they might have been built out of 
war materials they were better built, we could give them more super- 
vision, they have been one-operator ships, and we have every reason 
to believe that they will continue to operate successfully, even longer 
than 25 years. 

But more particularly and more practically, a vessel delivered prior 
to 1946 would have very little remaining depreciation to be spread as 
of January 1, 1960, over the extended 5-year period. 

Therefore, if a cutoff date was desirable we felt that 1946 was a 
justifiable date, both as a practical matter and as a physical matter, 

I think there should be placed in this record as there was in the 
House record the 44 ships which were delivered in this period between 
1946 and 1950. This was prepared by Maritime, and I think sub. 
mitted in the House hearings. 

What that would mean to one of our clients, Moore-McCormack 
lines, as to those seven ships alone, would be reduced depreciation load 
of over $200,000 a year. 

In these times of shrinking profits, which may continue for a long 
time, that is certainly not to be ov erlooked, particularly when it w ould 
be of great assistance to us and would not cost the Government a 
nickel. 

I would like the Senator to address this question to Mr. Stakem, as 
to whether there is any prejudice or additional cost to the Government 
whether or not these 1946-to-1950 ships are or are not included? His 
testimony before the House committee and the testimony of the other 
witnesses is: This program will help the operators and it will not cost 
the Government anything and the Bureau of Internal Revenue filed a 
letter with the House committee that the taxes would not be affected. 

Now if that is true as to vessels built after 1950, the vessels built 
between 1946 and 1950 will likewise provide considerable relief for the 
operators. What objection can there be to granting it? 

Senator Enete. I would like to ask Mr. Stakem if he wants to com- 
ment on that question, and that question is, Will accepting the 1946 
date rather than the 1950 date cost the Government any money tax- 
wise ? 

Mr. Staxem. No, I don’t think it will, Senator. 

The only cost to the Government that you could identify in connee- 
tion with this whole bill would not take place in this decade, it would 
only be perhaps when the new units are being replaced in the seventies 
and later, where, with the normal increase in construction costs, the 
Government might have to bear 50 percent of that if the subsidy stays 
at about the figure that it isnow. That would be the only identifiable 
potential possible cost to the Government. 

Senator Encir. Would bringing that date back to 1946 injure, in 
your opinion, the replacement program ? 

Mr. Sraxem. No, it world not, Senator. The only reason that we 
oppose going back to 1946 is because we see very little distinction 
between the vessels, these 44 vessels, and the ones built in the earlier 
years of 1944 and 1945. 

Senator Enern. Of course, that is not significant to me, if the ves: 
sels, in fact, have a life of 25 years. That is the point I always stick 
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on. I suspect that I get back to the conclusion that Congressman 
Pelly arrived at. 

Has anyone ever looked to see whether or not the vessels after 1946 
would last for 25 years? 

Mr. Ewers. May I call the Senator’s attention to the fact that there 
is an appendix to the Annual Report of the Maritime Commission of 
1959 in which the fleets of the various companies holding operating 
differential subsidy agreements are listed and their anticipated replace- 
ments dates and that those figures showed that many of these vessls 
are scheduled for replacement dates well in excess of 25 years. 

Mr. Purvon. I think the answer, Senator, is that practically all 
the ships in our fleet will run 25 years or better because they have had 
excellent maintenance and excellent care. Maritime recognizes this 
by extending the replacement of those ships beyond 25 years. The 
Coast Gu: rd examiner exercises supervision, they have to be named 
in class ; they have to be insured. 

The point that Mr. Ewers has made is a practical point. This is 
really a bill to ease the burden of financing and debt service. 

Now if you go back to 1946 you included i in this group in which 
depreciation is expended and debt service is reduced some 40 additional 
ships, including some passenger and combination ships and with 
respect to the passenger and combination ships the Government has 
shown an unwillingness to appropriate money to replace them and we 
know very well that we are going to have to run them on an extended 
life. 

But when you go back before 1946, as Mr. Ewers has pointed out. 
the advantage gets less, not related to the life of the ship at all, but 
the adv antage ‘gets less because there is such a low undepreciated 
balance that if you take that remaining undepreciated balance and 
extend it to 25 years it does not affect us so much, you see, and that 
brings out the point which came out in the House hearings that this 
isa prospective adjustment on the undepreciated wager that there 
is no retroactivity and there are no gimmicks, so to speak, in it, 
starting with January 1, 1960, we would take slab ships from 1946 
forward, take the undepreciated balance, and extend it to a 25-year 
life, thus reducing the financing obligation. 

That is all it does. We can run any ship in our fleet, practically, 
for 25 years, and Maritime recognizes that. I think that is right. 

Mr. Ewrers. May I comment on this Senator? 

Under our operating differential subsidy contract we must program 
our replacements, and there are 43 ships to be replaced extending up 
to 1971 at a rate of about four shies a year. 

Just by way of example I would like to comment backward on 
this schedule which appears in the annual report of Maritime. 

The Jformac Saga will become 20 years of age in 1967, her replace- 
ment is scheduled for 1971. I think she happens to be one of the 1946— 
50 vessels at that. 

The Mormac Penn becomes 20 years of age in 1966, she is scheduled 
for replacement i in 1971. The Mormac Mail becomes 20 years of age 
in 1966 and she is scheduled for replacement in 1971. And so on 
down the list. 

Now these vessels which I have just mentioned you will find on 
page 2 of this sheet which I have offered in evidence, which was 
likewise prepared by the Maritime Administration. 
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Now the vessels are not scheduled for replacement until their 25th 
year. If we succeeded in carrying out this program according to the 
letter they will be 25 years of age before they are replaced. 

Senator Enatr. Is that schedule in the House hearings? 

Mr. Stake. Yes, it is, Senator. 

Mr. Ewrrs. I would like to offer copies in evidence here, Senator, 
because I think it is graphic, and I would also call your attention to 
these tables which appear as appendixes to the 1959 annual report 
of the Maritime Administration. 

These 1946 to 1950 ships, Senator, are the vessels whose useful life, 
whose 20-year life will expire in 1966 and which are not scheduled for 
replacement under the contract that we have with Maritime until 
1971. 

So that if you get all the appropriations and we carry out this 
program to the letter these vessels would be 24 years of age before 
they would be replaced. 

I just cannot undertand why there should be any hesitancy about 
this. 

Senator Eneir. Without objection the figures presented and the 
chart will be made a part of the record at the end of this testimony. 

Mr. Ewers. As part of the presentation of our joint group we have 
submitted the amendments, have we, that we propose to the legisla- 
tion also? 

Mr. Purvon. I was waiting until he had finished. 

Mr. Ewers. I am sorry. 

Senator Eneir. Mr. Piper, do you have any observations to make? 

Mr. Piper. I would like to discuss briefly the mandatory versus the 
discretionary extension for financing purposes. 

Senator Enerr. Are you referring to amendment No. 4 suggested 
by Mr. Stakem? 

T want to be sure I identify this becanse Mr. Ewers referred to a 
discretionary power to apply the provisions of the bill to nonsub- 
sidized vessels. 

Amendment No. 4 relates to something else. 

Mr. Purpon. Could I discuss this with Mr. Ewers, Senator, because 
I think, and I stand to be corrected if I am wrong, that Mr. Ewers 
was referring to the discretion only as it referred to the extension of 
existing mortgages. 

Mr. Ewers. No, I think the amendment which CASE proposed was 
mandatory across the board for the subsidized lines and discretionary 
as to other vessels for whom we did not. speak and whose problem 
we did not appreciate or understand. 

Now, there is not any real disagreement, Senator, between what 
Mr. Stakem says here and what he said in the House committe, as to 
the way in which they intend this to operate. It will be mandatory 
for the subsidized lines, with the possible exception of those having 
third party title XI mortgages, and the legislation spec ifically pro- 
vides that they cannot. be affected in the absence of the consent of the 
mortgagee and only to the extent that the mortagee agrees, so they 
have that protection, but they have brought up a number of vessels, 

tanker types, coastwise and other vessels, we don’t know anything 
about. their problem. 

Tf Maritime wants discretion to apply this to them that is alright 
with us, but as far as we are concerned we would like to have it 
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enacted into law the way Mr. Stakem says he intends it, that it will 
be fully operative as to the subsidized lines and they will use their dis- 
cretion with respect to any other type of vessel to which they think it 
is proper to extend it. 

Senator Enexe. Is that presently the bill? 

Mr. Sraxem. There is a little shade of difference there, Senator. 
We stand on our proposed amendment that we should have permissive 
authority as to mortgages and mortgage insurance across the board 
whether it would be subsidized or nonsubsidized. 

I don’t think we at this sitting can decide all of the circumstances 
that might be present in a particular mortgage contract or mortgage 
insurance contract and we think the board needs a little leeway to 
take them on the case-by-case basis. 

Senator Encie. You are referring to your amendment No. 4? 

Mr. Stakem. Yes, sir. 

Mr. Ewers. I will tell you why I am against amendment No. 4, 
Senator. It is a purely a practical matter. Any time you have to 
come to the Maritime Administration and ask them to exercise their 
discretion in your favor somehow or other collateral situations be- 
come connected with it that are not directly related. 

To give you an example, I am before the staff now on a financing of 
a title 11 deal and they are asking me to place a limitation upon the 
sole recourse provisions of the loan merely because they think that 
they have some discretion in themselves as to whether or not they want 
to exercise it. 

That is what you get when you get this discretionary power vested 
inan administrative agency. 

The moment you open the door and say, I would like to have this 
that the statute authorizes, they think of all the things that they can 
add on to it as a consideration for them exercising their discretion. 

Perhaps that is proper for a Government servant, but I certainly 
want to try and avoid it here if I can. We are either entitled to this 
or we are not. It should be mandated with respect to those that the 
Congress intends to enjoy it and if they have not the full details as to 
any other type of vessel let it be discretionary as to them. 

Senator Eneie. Mr. Piper? 

Mr. Prrer. Also the benefits for extended life for financing purposes 
isone of the benefits that is at the heart of this bill. 

What we are trying to avoid is getting ourselves in a straitjacket as 
to fixed debt charges that we have to meet when our earnings are down 
low and if we c:nnot get our debt spread out over a longer period we 
have not accomplished that. 

Mr. Ewers. May we go off the record just a minute ? 

Senator Encir. I would prefer to have Mr. Piper, who has been 
trying to speak, finish. We want to hear everybody. 

Mr. Piper, do you have something further to add? Then we will 
get to Mr. Ewers again ? 

_Mr. Pirrr. What I am trying to say is just reducing our deprecia- 
tion and not reducing our debt charge or debt retirement that we have 
to pay each year only partially solves our problem and still leaves us 
with these high-financed debt charges, so that we need to get our bor- 


rowing spread out over a longer period of time as well as our deprecia- 
tion reduced. 
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The best example probably is an individual buying a house. He 
can’t afford to pay for it all in 1 year or 5 years, but if he can spread 
it out over 20 years, or 25 years, he can buy it. 

Senator Enair. Yes, but Mr. Stakem points out in his statement 
that the examination of the particular facts of the contract may indi- 
‘ate that such an amendment is inadvisable. 

Would you make it mandatory in such a case ? 

Mr. Purpon. Senator Engle, I would. 

Senator Eneir. Even though it is inadvisable? 

Mr. Purpon. I don’t think it would be inadvisable and I doubt that 
he could find a situation in which it would be inadvisable because it 
is not a question of discrimination, we are dealing here with the prob- 
lems of subsidized operators. 

Subsidized operators are required to fund depreciation, they are re- 
quired to deposit in the statutory reserve fund. 

Subsidized operators are required to replace their new ships, and 
since Maritime has all these other contractual requirements imposed 
upon us, furthermore, they examine our finances with great care. We 
are contracted to follow conservative dividend policies; we are con- 
tracted to operate in an efficient and economical manner; they have 
every control in the world that 1s required and I can’t conceive of a 
situation where they would need permissive authority here. 

Now, when you go to the other operators, and I don’t mean to slight 
them, I simply say the other operators do not have the control of Mari- 
time and so Maritime there should have a great deal of discretion. 

Mr. Staxem. I would like to answer that. 

Senator Enorie. Let me get Mr. Piper cleared away. 

Then we are going to give you a rebuttal on this. 

Mr. Dorman ? 

Mr. Dorman. I have astatement, Mr. Chairman. 

I don’t want to say anything repititious but perhaps some of my 
remarks might bear on this 46-50 date question. 

I believe it is perfectly practical from a technical sense, and T would 
like to abstract a few of the points which I think have a bearing on that 
item. 

First of all, I feel the post-World War ITI vessels have been built 
under normal shipbuilding conditions with sufficient time allowed for 
proper construction. 

None of the great haste and shortcuts in construction methods made 
necessary under war conditions were practiced in peacetime. Proper 
welding sequences were followed; material control more thorough; 
supervision and inspection certainly carried out with greater attention 
to details. Inspection techniques have i improved. I think ship design 
itself has improved since 1946 and will continue, and as new advances 
are made, improved in technology, they will be incorporated i in future 
replacements, and I feel that definitely the 25-year life will not be a 
break on technological advance in ship design or building. 

I might say that with the benefit of hindsight, after the war the 
operators and the shipbuilding industry, in conjunction with Mari- 
time, were able to avoid those poor design features that proved trou- 
blesome in many of the w ar-built ships. 

The Coast Guard and the American Bureau of Shipping revised 
their rules as required, profited from the knowledge gained during the 
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war and many of the wartime errors are now automatically avoided by 
the application of their new regulation. 

The shipyard production methods are superior to those prevailing 
during the war. I think there was a definite line at the end of the 
war and the succeeding months. Better equipment and tools are 
available, all promoting improved quality. 

I might say another life-extending influence is the fact that peace- 
time vessels are not driven as hard, through bad weather, as was nec- 
essary during the war. Peacetime operation enables us to route our 
ships to avoid storm centers and to schedule vessels at their designed 
speeds without excessive demands on their propulsion plants. 

Another important thing, usually one owner operates the ship 
throughout its life. During the war there were a lot of switches of 
operation. Since the war it has been pretty constant. 

I feel that all of these factors lead to the conclusion that we are 
building ships better in all respects and that if a date must be selected, 
to me the logical one is 1946 when a definite change in shipbuilding 
conditions did take place. 

My other remarks, I think, are repetitious. 

Senator Eneir. Mr. Grinstein wants to ask a question. 

Mr. Grinsrern. On the 1946-50 problem. I take it the bill rests 
on the theory that it would be desirable to the debt and financing 
charges of the operator to be able to extend the life of the vessels 
from 20 to 25 years, this would facilitate the replacement program and 
make easier his whole financing program ? 

Mr. Purpon. Yes, sir. 

Mr. Grinstetn. The bill becomes possible because the ships are able 
to last for 25 years? 

Mr. Purpon. No question about that. 

Mr. GrinstEIn. Now, with respect to the 44 ships built on or after 
1946, the opinion has been expressed that they will have a life of 25 
years ? 

Mr. Purpon. Yes. 

Mr. Prrer. Yes. 

Mr. Dorman. Yes. 

Mr. Grinstern. And to extend the benefits of this bill to them it 
would make more easy their debt and financing charges so they would 
fit within the theory of the bill. 

Mr. Purpon. There is in that group, Mr. Grinstein, sufficient unde- 
preciated balance so that spreading it out there has an advantage. 

Mr. Grinstern. Now, if I understood Mr. Stakem correctly, the 
objection of the Board to extending this back to 1946 is that they do 
not want to subsidize or give operating differential subsidy to these 
vessels built on or after 1946 and up to 1950, is that right? 

Mr. Sraxem. No, Mr. Grinstein, I would not put it that way. 

Let me put it in my language. That we think that as we carry out 

the replacement program that it may well be that some of these ships, 
the life of them, might have to be extended. It depends upon appro- 
priations, how much we get for the particular program. 
_ Our standard is primarily on the basis that these ships, the 44 ships 
involved between 1946 and 1950, are similar to the war-built ships, 
the ships built in 1944 and 1945, that they were built of materials pre- 
pared during the war. 
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I think the Mariner represents to us the new and modern merchant 
marine and these older ships we cannot make much distinction between 
them and the ones built a few years prior. 

Mr. Purpon. Mr. Grinstein, if I could interject at that point. On 
this group 1946 to 1950, if you had the 25-year statutory life it would 
not preclude there being replaced earlier than the 25th year any more 
than the 20-year statutory life precludes there being replaced as early 
as their 15th year, and that is a matter of scheduling of replacements 
and flow of appropriations. 

Mr. SraxemM. That is correct. It only pertains to the depreciation, 
spreading of the depreciation, because the Board, under the law and 
under this bill as amended, would still have the authority to require 
even some of the newer units to be replaced earlier than, say, its 25th 
year. 

It would depend upon negotiations between the Board and the com- 
panies and depend upon the circumstances of the particular ship. 

Senator Enaie. Let’s see if we can wind this up. 

Did you have some further comment to make on the remarks made 
by Mr. Ewers? 

Mr. Staxem. No, I have a comment to make on the remark of Mr, 
Purdon where he said that he could not conceive any situation where 
a permissive would be helpful to the Board rather than mandatory. 

One of the situations that I have in mind is that there may be a 
mortgage insurance on a subsidized ship and it may be that the bank 
or the holder of the mortgage would want some additional interest 
by extending it an extra 5 years; and I could conceive a situation where 
in order to get it spread out that the company might even agree with 
it but the Board may not. 

This would be a situation where if it was permissive the Board 
would have a little more leeway to decide the issue. 

Senator Enete. All right. 

Now, Mr. Ewers, you wanted to make one final remark. 

Mr. Ewers. Here is a problem we are faced with, Senator. 

I am quoting from the president of Lloyds in the annual report of 
that society which is an unprejudiced commentator but it represents 
a situation that confronts us. 

I am quoting— 

With the present position of dear money the continuance of freight rates at 
such a low level and the cost of building as high as it has ever been before, one 
cannot help wondering whether some of the reservations or contracts entered 
into delivery some years ahead may not be as firm as they appear at present. 
It is too early to be dogmatic, but it is of no avail to close one’s eyes to the 
position as it is today. 

Now, shipping is off; in the April letter of the First National City 
Bank they analyzed the earnings of 3,300 corporations and they had 
an average increase in net income of 18 percent, but the 14 shipping 
companies included in that survey showed a reduction of net income 
of 25 percent. 

What we are trying to do is to make possible the carrying out of 
this program and it is agreed by everyone that by spreading the debt 
load over a longer period it will help materially and by including 
the 44 ships, which appear to be the only ships in controversy, Moore- 
McCormack would have to earn $200,000 a year less depreciation than 
it now has to earn, and I have their annual report here if the Senator 
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would care for it, and with the reduced earnings of that company 
and all the rest of the companies whose annual reports I have re- 
viewed, they need help and they are going to continue to need all the 
help you can give them for some time to come. 

enter Enote. We take your word for that fact, and I am sure that 
itis correct. 

If you have no more comment, Mr. Stakem, we thank you very 
much. 

Did you have some final remark ? 

Mr. Purpon. I just want to call to the attention of the chairman 
that in addition to the two amendments proposed by us to Maritime’s 
pill as amended, we have on the last page of my statement a number 
of technical amendments which are merely conforming and perfecting 
and don’t require any discussion, but I would like to have them con- 
sidered, sir. 

Senator Eneir. Yes, lam aware of those. 

Mr. Shapiro is here. 

Mr. Shapiro, are you opposed to this legislation ? 

Mr. Suaptro. No, sir; we are not opposed to this legislation at all. 
We support this legislation except that we ask that it be reserved in 
connection with vessels to which this 25-year life should not be applied. 

Senator Eneie. Do you have a prepared statement? 

Mr. Suaprrro. Yes, I do, sir. It is very brief. 

Senator Enete. You may come forward and give it. 

Ithank you gentlemen. 

(The document referred to follows :) 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


My name is Alvin Shapiro. I am vice president of the American 
Merchant Marine Institute, the largest national association represent- 
ing American shipowners and operators. 

Some of our member lines operate under subsidy and others do not. 
Together, they represent a substantial majority of our total American- 
flag fleet of Teidhiact, passenger ships, and tankers, operating on all 
four coasts of the United States. 

We believe it has been made completely clear in the testimony of 
witnesses from the Government and industry that S. 2998, which this 
committee is presently considering, is intended to be applicable to 
subsidized operators alone and particularly only to those of the subsi- 
dized operators who have entered into contractual vessel replacement 
programs with the Federal Maritime Board. 

As applicable to this group of operators of American-flag vessels, 
the principle of life extension to 25 years seems to us entirely justi- 
fiable and should prove of significant advantage to the Government 
and to the operators involved. We, therefore, favor its enactment. 

We shall not, for obvious reasons, enumerate these advantages to 
the parties involved, including the Government, at this stage of the 
hearings, in order to save the valuable time of the committee. How- 
ever, the merit of S. 2998 to both the Government and the operators 
grows out of one very fundamental proposition which lies at the 
roots of the soundness of the proposal. This is the concept that the 
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liner ships involved will be able to operate competitively for at least 
25 years. 

Nevertheless, the proposal before you unfortunately does not speci- 
fically limit the applicability of the 25-year life concept to that 
group of vessels to which the proposal is intended to address itself. 
In connection with tankers, the fundamental logic of the extended life 
concept does not, in our opinion, exist. 

In the case of these latter vessels, there is, I believe, virtually uni- 
versal agreement within and without the Government that their re- 
placement problems and the very vessels themselves are vastly different 
from liner vessels in the subsidized trade. In effect, they are totally 
different animals, so to speak—on which only a 20-year life expectancy 
at best is reasonable. 

While there are a variety of reasons for this conclusion, we believe 
mentioning three will suffice. 

Firstly, tankers embody the most modern concept of cargo handling. 
As a result, their loading and discharge periods are tremendously 
accelerated as compared with liner vessels. This in effect means that 
a tanker in the petroleum trades is virtually constantly working 
almost continuously at sea. The result is far greater wear and tear 
on the total ship. 

Secondly, petroleum and its products—outside of the lubricating 
area—have a highly corrosive effect on metal. The carriage of petro- 
leum products by tankers severely shortens their physical and eco- 
nomic life. This has become a factor of the greatest possible signifi- 
cance, particularly because more highly volatile, more highly corro- 
sive petroleum products have come to move in greater and greater 
quantity. 

Finally, in the area of obsolescence, it is of course well known to 
this committee what has taken place in tanker transportation. The 
supertanker of 10 years ago is the midget of today. Slowly, the dream 
of the 38,000 tonner, the 46,000 tonner, the 58,000 tonner, and the 
75,000 tonner have become realities. We have even reached the over- 
100,000-ton category. This factor has of itself had only moderate 
impact in antiquating postwar liner ships, although its impact in 
tanker transportation has been tremendous. 

The purpose of our appearance, therefore, is intended in no way 
to minimize our support for the present legislation, but we feel we 
should make it clear as to the scope of applicability of the extended 
life concept. 

We hope that in the report on this legislation, this committee will 
specifically deal with this problem. This we feel is essential in order 
to avoid the creation of doubts in the future on legislative intent. 

We feel certain that in light of the facts as we have summarized 
them, this committee does not seek to affect adversely our tanker fleet 
which is faced with its own replacement problem and its own moderni- 
zation and expansion programs. 

We desire to cooperate with the committee to this effect, Mr. Chair- 
man, and if deemed advisable by you we would like to suggest to the 
committee staff language to this effect. 

If I may, just one other point, Mr. Chairman. 

With your permission I would like to submit for the record a state- 
ment on this particular issue in greater detail as it has been submitted 
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to me by a Mr. Leslie Krusen of Philadelphia, of a number of 
operating companies. 

(This statement has been given to the committee clerk.) 

Senator Enere. Without objection, the statement will be made a 
part of the record, Mr. Shapiro. 

Am I to understand that you would like to see tankers excluded 
from this legislation ? 

Mr. Suaptro. Yes, sir. 

Senator Ener. Mr. Stakem, did you intend to include tankers? 

Mr. StakeEM. Senator, the bill as prepared, and the policy amend- 
ments which we propose, does not in itself strike out the tankers, but 
the Federal Maritime Board and the Department of Commerce would 
have no objections to their elimination. 

Senator Encte. Now, if this bill is mandatory in terms, would not 
itapply to tankers? 

Mr. Stakem. Again, we get to the—— 

Senator Eneie. Cutoff dates? 

If we moved the cutoff date back to 1946 and tankers were built 
since 1946, tankers would be included if nonsubsidized vessels were 
included, would they not ? 


Mr. Srakem. They would be, yes; unless there is language excluding 
them. 


On the picture of tankers there are 343 tankers under the American 
flag at the present time; 7 of those were built in the years 1946 to 
1949 or 1950; 89 of them were built between 1950 and 1960. 

We would have no objections to eliminating the tankers from the 
bill. 

Senator Enetx. Would you have any objection, Mr. Shapiro? 

Mr. Suapiro. None whatever, Mr. Chairman. 

Senator Encie. Would you prefer to do it in the committee report ? 

Mr. Suartro. We prefer that. 

Senator Enerix. But if the bill is mandatory, you can’t counter- 
mand a mandatory bill with language in the report. You are going 
in two directions at once and they are opposite. 

Mr. Suartro. Clearly it can be done by amending the legislation it- 
self in every one of the 16 places writing in “excluding tankers.” 
This is clearly a possibility. 

Senator Eneue. Is there anything wrong with that? 

Mr. Suaprro. No, there is nothing wrong with that, Mr. Chairman. 
We think however, if our point is covered in the report, the sum total 
of the legislative history of this would really make it rather clear. 


Senator Enere. But if the bill is mandatory it would necessarily 
apply to tankers, would it not ? 


Mr. Staxem. Yes, it would. 

Mr. Suariro. Yes, I must concede that. 

Senator Enetr. Unless we make the application of this bill discre- 
tionary with reference to nonsubsidized vessels we are going to have 
to put language in the bill taking out tankers. 

Mr. Suartro. Mr. Chairman, if I might comment on that. 

We do not think we fall in the same category here as the liner ves- 
sels in terms of this area of discretion. This bill 

Senator Eneie. But the bill permits no discretion does it ? 

Mr. Suaptro. It does not permit any discretion at the moment. 
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Senator Encie. We will have to exclude tankers; is that correct, 
Mr. Purdon? 

Mr. Purpon. I think that is correct, Mr. Chairman, and we would 
support that. 

Mr. Suapiro. Mr. Chairman, just to make this issue rather clear, 
because I am not quite certain—— 

Senator Eneie. Would you remain here, Mr. Stakem ! 

Mr. Staxem. Yes, I will. 

Mr. Suarrro. When we say excluding tankers, we don’t mean 
shifting them from a mandatory to a permissive state. ‘There has 
been a record in this committee since 1958 on this particular problem, 
There has been a record from the Maritime Administration in con. 
nection with that hearing. There is no ground for permissive limit 
for the life of a facility when one knows in advance for a fact that this 
facility cannot operate beyond a 20-year period. 

We therefore suggest that completely apart from the permissive. 
mandatory issue as affects the subsidized lines that this issue not run 
over into the tankers so that any agency be given permissive authority 
to extend the life of a tanker for 25 years because you are dealing with 
a totally different animal. 

Senator Enexe. I understand that. 

Now will you draft two separate documents, one a paragraph to be 
put in the record ¢ 

Mr. Suaptro. Yes, sir. 

Senator Eneie. Which I assume you want todo anyway. 

Mr. SHartro. Yes, sir. 


Senator Enete. In the event that this bill is limted to subsidized | 


shipping, and will you prepare also amendments to the bill in the event 
the date is moved to 1946 and is mandatory in its terms and would 
necessarily include tankers ? 

If it is discretionary in its terms we will just assume that Mr. 
Stakem and his associates will be intelligent enough to not include 
them because of the very obvious things which you say. 

Mr. Suaptro. Yes. 

Mr. Ewers. Mr. Chairman, I have already talked too much, but so 
that you don’t emasculate the bill, why don’t you just put in a new 
section that “this shall not apply to tankers” ¢ 

Senator Eneiz. We can do that but it may not be necessary to doit, 

If the date remains 1950 and applies only to subsidized vessels 
particular reference to tankers would be surplusage. 

Mr. Suapiro. Senator Engle, if I may. 

The question so far as the tanker operators are concerned is no 
intimately bound up with the date as between 1946 and 1950. It is 
bound up with the other consideration that you mentioned, that is the 
mandatory versus the nonmandatory consideration. 

Senator Eneie. And the subsidized against the nonsubsidized! 

If you will prepare those two documents at the time the full com- 
mittee acts in executive session we can ‘adjust the bill to meet this par 
ticular problem. 

Mr. Suaprro. Fine; we will do that. 

Senator Eneie. Thank you very much, Mr. Shapiro, for your ap 
pearance here. 

Without objection, the letter submitted by Mr. J. Monroe Sullivas, | 
of the Pacific American Steamship Association, under date of April 12, | 
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1960, addressed to Senator Magnuson, fully supporting this legislation, 
will be made a part of the record. 
(The document referred to follows :) 


PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
April 12, 1960. 
Subject: S. 2998, 25-year life. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
US. Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: The Pacific American Steamship Association represents 
the major American-flag carriers serving the Pacific coast range. We take this 
opportunity to express our full support for the principle embodied in this pro- 
posed legislation, namely, to extend the life of certain vessels subject to the Mer- 
chant Marine Act of 1936 to 25 years. 

This legislation is both timely and realistic, but rather than burden the record 
with a repetition of the reasons why we urge favorable action by this committee, 
we will associate ourselves with the statements made by spokesmen for the Com- 
mittee of American Steamship Lines. 

It is respectfully requested that this letter be made a part of the official record 
in these hearings. 

Very truly yours, 


J. MONROE SULLIVAN. 


STATEMENT OF LESLIE C. KRUSEN 


My name is Leslie C. Krusen and my address is 21 South 12th Street, Phila- 
delphia, Pa. 

Iam general counsel for Keystone Shipping Co.; Keystone Tankship Corp.; 
Chas. Kurz & Co., Inc.; Paco Tankers, Inc.; and several other associated and 
related companies. All of these companies own U.S.-flag tankers which are 
either under charter to others, or are operated on the market as contract car- 
riers. These companies are independents; that is, they have no interest in the 
products which they carry. 

None of these companies receives any subsidy from the United States. 

We believe that enactment of S. 2998, in its present form, could be harmful to 
independent tanker owners and operators like ourselves. We desire to make it 
quite clear that we do not oppose the bill insofar as it applies to subsidized lines 
and to dry cargo vessels in general. If the subsidized operators, in connection 
with their contract dealings with the Government, desire to modify the provi- 
sions relating to subsidy and, in particular, to the replacement of vessels, so that 
they operate under a 25-year life for such purposes, it is no concern of ours and 
we have no desire to interfere. 

Unfortunately many of the sections of the Merchant Marine Act, 1936, as 
amended, which are sought to be amended by S. 2998 have application to tankers. 
We have availed ourselves of some of the provisions of the act; particularly in 
connection with our compliance, during the recent war, with the Government’s 
request that we replace with war-built tankers, our tankers that were requisi- 
tioned for military service. 

In this connection we have availed ourselves of section 509, section 510, and 
on one occasion we availed ourselves of the provisions of title XI. We may very 
well desire to avail ourselves of such provisions in the future and it may very 
well be to the advantage of the Government to permit us to do so. 

We regard it as completely unrealistic, both from the standpoint of the mainte- 
nance of adequate tankers for defense, and from the experience of the industry, 
to arbitrarily assign a depreciable life of 25 years—or any term in excess of 20 
years to tankers. Until recently 20 years was generally accepted, as between 
owners of tank vessels and the Bureau of Internal Revenue, as the depreciable 
life for seagoing tankers. Recently, however, the Treasury has sought to apply 
a depreciable life of 25 years or more in respect of all new tankers in excess of 
25,000 deadweight tons. We regard this as a most unjust position and we do not 
want to have a legislative stamp of approval placed upon a 25-year life for tank 
vessels even though the primary purpose of the amendment may not be directly 
related to depreciation for tax purposes. 

We have presented to the Senate and to the Treasury complete information 
including statistical data, indicating that 20 years is a maximum depreciable 
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life for tankers for tax purposes. To avoid unnecessary length of this memo. 
randum, we respectfully refer to the testimony before the Senate Committee 
on Merchant Marine in respect of S. 2568 (85th Cong.), and in particular 
to a letter from the Secretary of Commerce to the committee dated July 30, 
1958, copy of which is attached. It should be noted that the Maritime Admin- 
istration then stated that the normal average scrapping age of a tanker was 
about 17.5 years; they recommended that a depreciable life of 20 years for 
oceangoing tankers and freighters was “more consistent with the pertinent facts 
than one of 25 years.” The Senate committee approved this bill, with some 
amendments which are not relevant here; but before it could be acted by the 
Senate, the term expired. 

We shall summarize without argument the reasons, which in our opinion, 
make a 20-year life essential if U.S.-flag tankers, adequate for defense and for 
the transportation of petroleum products for our own economy in time of emer- 
gency, are to be maintained in ordinary fashion: 


1. The corrosive effect of the carriage of present-day products is such that 
tankers will not physically last for 20 years unless repaired or rebuilt to an 
extent and at an expense which exceeds their remaining economic usefulness 


Our companies have a total of 29 tankers. A large number of these are T-2 
tankers built between 1942 and 1945. Some are laid up because the cost of neces- 
sary repairs and replacement required to place them in operating condition ex- 
ceeds their remaining usefulness. Others have been “jumboized”; that is, 
have had their entire cargo-tank section replaced with a new and larger section. 
Inquiries among other companies indicate similar experience. One company has 
scrapped its own vessels at ages of from 16 to 19 years. Other companies have 
been forced to jumbo their vessels and others have under consideration a 
scrapping program for war-built tankers. 

Whether the tanker is T-2 size (16,500 deadweight tons) or larger (there are 
tankers in existence up to 104,000 deadweight tons), the forces of corrosion 
operate similarly; in fact, the larger and faster vessels probably deteriorate 
more rapidly because they carry more cargoes. 


2. A tanker built today, regardless of size, faces obsolescence in 20 years or less 


The term “supertanker” has been applied to tankers in excess of 25,000 dead- 
weight tons; but actually the supertanker of today is the obsolete vessel of 
tomorrow. During 1937-38 the Government was concerned about the obso- 
lescence of U.S.-flag tankers; most of which had been built in the 1918-20 
period. These tankers averaged about 10,000 deadweight tons and about 10 
knots speed. During World War II, a large number of T-2 and T-3 tankers 
were built; these averaged about 16,500 deadweight tons and are capable of 
about 14% knots. Following the war, there was an immediate tendency to 
larger vessels. The supertankers of the past had become too small and too 
slow and were lacking in technological improvements. In each succeeding year 
the vessels contracted for were larger and larger. For example, as of Decem- 
ber 31, 1958, out of 525 new vessels on order 466 were in excess of 30,000 tons 
and 277 were in excess of 45,000 tons. 

The cost of transportation per ton decreases as the size of the vessel increases ; 
the cost of transportation, including depreciation, by a 30,000-ton vessel is $2.26 
per ton; by a 45,000-ton vessel about $1.89 per ton; by an 80,000-ton vessel about 
$1.55; and by a 100,000-ton vessel about $1.44 per ton. Accordingly each suc- 
cessive generation of tankers—the supertankers of their day—is unable to com- 
pete against the new generation of larger vessels. The end of this is not in 
sight ; hence, present vessels, in addition to wearing out, will become noncompeti- 
tive in 20 years or less. Furthermore, as tankers get older they require more 
repairs ; hence an old tanker progressively costs more to operate than a new one 
of the same size. 

During the past decade the Government developed its “trade out and build” 
program, pursuant to which owners were permitted to transfer to foreign flag 
their T-2 and older tankers, provided that they replaced them with new ships 
built in American shipyards of at least equal carrying capacity. This was an 
excellent thing for the Government because it resulted in the construction of a 
number of new vessels which would not otherwise have been built; but experience 
has proven that the transferred vessels are subject to the same forces of de- 
terioration and obsolescence as if under U.S. flag. Many of them are now laid 
up. 
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3. The experience of the U.S. tanker industry indicates that 20 years is a 
maximum life 

According to a book entitled “Analysis of World Tank Ship Fleet,” published 
py the Statistical Research Department of Sun Oil Co., there were, as of De- 
cember 31, 1958, 328 U.S-flag tankers in existence; of these only 7 were more 
than 20 years old and only 2 were over 22 years old. Including tankers owned 
py the U.S. Government, there were as of such date 474 U.S. tankers in existence, 
of which only 9 were in excess of 20 years of age and, again, only 2 in excess 
of 22 years of age. It should be noted that this table includes all tankers of 
9.000 gross tons or over, including some specialized vessels which are not neces- 
sarily subject to the same rules of deterioration as the large tankers which 
earry diversified products. It also includes some vessels which have been 
jumboized or rebuilt. 


5, A 25-year life would seriously hamper and delay the replacement of present 
tankers and expansion of capacity 

Our companies are faced with the necessity of doing something about their 
war-built tankers if they expect to remain in business. It would be bad judg- 
ment to invest any substantial amount of equity capital in building new vessels 
at the present cost in U.S. yards unless owners receive some assurance that 
they can recover the investment within 20 years. In addition, our experience 
in endeavoring to finance vessels has indicated that lending institutions are not 
willing to lend on tankers for periods in excess of 20 years. We would like 
to replace our vessels, but with the hazards which face us, including not only 
the ones discussed above, but also the threat of the use of atomic energy for 
the generation of power, heat, and other purposes and the expanding use of 
natural gas, we regard it economically unsound to do so if forced to accept a 
25-year life. Since the large oil companies ordinarily maintain only enough 
tonnage for their own needs under normal conditions, any increases in tonnage 
required to expand the fleet to the capacity required for national emergencies 
must come from the independent owners. If the independent owners are con- 
tinually discouraged by unthinking depreciation treatment, they will not pro- 
duce the ships and the Government will either have to build them at the expense 
of the taxpayer or provide construction subsidies. The tanker industry has so 
far avoided asking for subsidies; if the Government wants to continue this con- 
dition it ought to give some thought to our problems. Depreciation is one of 
the most urgent of these. 

To summarize our position, we have no desire to interfere with legislation 
which may be desirable for subsidized dry cargo and passenger vessels. How- 
ever, we would like either an amendment stating in terms that tankers are 
not intended to be covered by this legislation, and that the maintenance of an 
adequate tanker fleet requires a life not in excess of 20 years for such vessels, 
or, preferably, we would like to have adequate language in the committee report 
to the same effect. We know it is not the intent of Congress to add to the 
burdens of our industry, but unfortunately our problems have never been fully 
understood by Congress or by the Bureau of Internal Revenue. 


THE SECRETARY OF COMMERCE, 

Washington, July 30, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
US. Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: This letter is in reply to your request of July 23, 1958, 
for the views of this Department on a revised draft of the bill S. 2568, omitting 
the provisions for permissive rapid amortization and retaining the provisions for 
elective depreciation for tax purposes of vessels of specified minimum size and 
Speed built in the United States (acquired by U.S. citizens from the builder, 
with delivery on or after January 1, 1956) over periods of not less than 20 
years from date of acquisition from the builder. 

The Department favors the objective of the revised bill and recommends 
consideration by Congress of amendment of the bill as hereinafter set forth. 

The provision of the revised bill which would authorize the use of a 20-year 


vessel life in computing depreciation for Federal tax purposes is supported by 
experience. 
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Tables 1 and 2 attached hereto show the ages at which privately owned U.S. 
flag oceangoing tankers and freighters have been scrapped since 1921, the 
earliest year covered by our records. The list totals only 43 tankers and 9] 
freighters, because it includes only ships of these types that remained under 
private ownership and operation until they were scrapped. 

The ages at which ships were scrapped ranged from 4 to 51 years for freight. 
ers and from 6 to 39 years for tankers. 

The overall average scrapping ages for both types are almost the same, 269 
years for freighters and 26.4 years for tankers. 

We believe that the overall scrapping ages of 26.4 years for tankers and 269 
for freighters are somewhat inflated, and unreliable as indicators of what may 
may be expected in the future. The only time when wars or the aftermath of 
wars were not dominating influences on ship life was in the 1980’s. There were 
both good and bad years in this period. It may not be considered normal, but 
it is the most normal period covered by our records. The average scrapping 
ages shown for this period, 20.6 years for tankers and 23.7 years for freighters, 
are the result in part of a carryover of ships whose life had been extended by 
the conditions existing in previous years. Eliminating ships whose life was 
extended by abnormal conditions prior to the 1930’s from the tabulation would 
reduce the average scrapping age of tankers in that period to 17.5 years, and 
of freighters to 19.7 years. 

New development will influence the speed of obsolescence. Since World War 
II the advent of the supertanker has given a striking example of how techno. 
logical developments can change the relative economic position of a whole 
generation of ships in a short time. The smaller ships have not yet been 
completely supplanted by the supertankers, and there will always be a place 
for them in certain services; but it is only a matter of time before the smaller 
ships in general will be in a marginal or submarginal competitive position, 
Unquestionably, this will shorten their life. 

Nobody knows exactly where the trend toward larger and larger tankers 
will stop, or whether some new development will make the supertankers of 
today economically obsolete before their physical life runs out. 

With respect to dry cargo ships, there are strong economic incentives for 
improving cargo handling methods and equipment, speeding turnaround, avoid- 
ing multiple handling, providing door-to-door service, simplifying stowage, and 
preventing pilferage through various measures from relatively simple changes 
in cargo handling equipment to construction of new types of ships for efficient 
handling of containers, trailer bodies, or vehicles on wheels. 

Other radical developments, such as the commercial use of atomic power for 
ship propulsion, and the development of high-speed submarine carriers or 100- 
knot hydrofoil ships, are within the range of possibility or probability within 
the reasonably near future. The possibility of obsolescence must obviously be 
taken into account in estimating the life expectancy of new ships under 
present circumstances. 

Standards of normal life expectancy for ships cannot reasonably be based 
on historical averages reflecting the influence of highly abnormal circumstances; 
and, on the record, a depreciation life of 20 years for oceangoing tankers and 
freighters is more consistent with the pertinent facts than one of 25 years. 


If the committee considers the revised bill favorably, it should be amended | 


to exclude vessels covered by operating-differential subsidy contracts. The 
Merchant Marine Act, 1936, as amended, already contains provisions relating 
to depreciation for subsidized vessels. Furthermore, the President (budget 
message to Congress for fiscal 1959) has stated that a review is being made of 
maritime legislation, including the laws governing subsidies, to determine what 
changes, if any, are needed. Pending completion of this review, no change 
should be made in existing provisions of law relating to depreciation for sub 
sidized vessels. Exclusion of vessels covered by operating-differential subsidy 
contracts can be accomplished by inserting in line 13, page 2, of the revised 
bill, after the word “defined’’, the following: “and who does not hold an oper: 


ating-differential subsidy contract under title VI of this Act with respect fo | 


the operations of such vessels.” 
The Bureau of the Budget has advised that it would interpose no objection to 
the submission of this letter to the committee. 
Sincerely yours, 
SINCLAIR WEEKS, Secretary of Commerce. 
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Senator Enerr. Without objection, the amendments suggested in 
the statement submitted by Mr. Stakem, being amendments No. 2 and 
No. 8, which were not objected to, will be incorporated in the bill and 
without objection the technical amendments submitted both by Mr. 
Stakem and by Mr. Purdon will be included in the bill, subject to a 
review by the staff. 

And Mr. Grinstein, if you run into any trouble with any of these 
technical amendments, would you please take them up with the authors 
and if you cannot get them cleaned up, then submit them for consid- 
eration by the full committee. 

The amendments No. 1 and No. 4 submitted by Mr. Stakem will 

nd before the full committee for its consideration in executive ses- 
sion, and Mr. Grinstein, will you prepare a memo for the information 
of the members giving as best you can and as consistently as you can, 
the pros and cons suggested by these witnesses with respect to these 
two items. 

With those amendments, the amendments adopted, Mr. Grinstein, 
would you please prepare a copy of the bill with the amendments that 
be adopted interlined in the bill, and the pending amendments which 
are in dispute submitted with the statement which I have suggested, 
and with that the hearing will be closed. 

Mr. Ewers? 

Mr. Ewers. To complete the Senate record, may there be included 
in these proceedings a copy of the letter from the Internal Revenue 
Bureau that taxes will not be affected? 

Senator Enexe. I think it is admitted but without objection 

Mr. Ewrrs. It is a 1-page letter, it was read into the House pro- 
ceedings. I think that question may be asked and I think it wise 
to have this record complete at least in that respect. 

Senator Eneir. Some of our tax-conscious colleagues may be inter- 
ested in that effect. 

Without objection, that letter will be included. 

(The document is as follows:) 


[From p. 91 of House hearings on H.R. 10646 held Mar. 18, 1960] 


Marcu 4, 1960. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H.R. 10646, “To amend the Merchant Marine Act, 1936, in 
order to extend the life of certain vessels under the provisions of such act from 
20 to 25 years.” 

The proposed legislation would extend the statutory life of merchant vessels 
subsidized under the Merchant Marine Act, 1936, from 20 to 25 years. 

The proposed legislation is not of primary interest to this Department, and the 
Department has no comment to make as to its general merits. 

Very truly yours, 





(Signed) Davin A. Linpsay, 
General Counsel. 
Senator Enctx. With that state of the case the committee hearings 
will be closed and the bill referred to the full committee in executive 
session. 
Thank you, gentlemen, for your testimony. 
(Whereupon, at 11:40 a.m. the committee was adjourned. ) 
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(The following material was subsequently submitted for the 

record :) 
AMERICAN PRESIDENT LINES, 
Washington, D.C., April 25, 1960, 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 

DeAaR SENATOR MAGNUSON: The Merchant Marine Subcommittee of the Commit. 
tee on Interstate and Foreign Commerce held hearings on the bill S. 2998 op 
April 12, 1960. 

I would like to present, herein, the views of American President Lines on this 
bill which purpose is to extend statutory useful life of vessels operated under 
operating-differential agreements. 

So far as I know there is no difference of opinion as to the need for and ap 
propriateness of changing the statutory useful life. 

Since 1936 the design and construction of ships has improved, the number of 
vessels under operating-differential has increased and the costs of shipbuilding 
have multiplied; it is clear that in the light of other public needs it is not 
practicable to replace vessels at their 20th anniversary. 

The Committee of American Steamship Lines offered to assist in preparing 
legislative confirmation of this fact. Some date had to be used as a starting 
point for the calculation of depreciation under legislation to extend vessel life 
in accord with the existing budgetary situation and improved ship construction, 
The Committee of American Steamship Lines, which I shall hereafter call CASL, 
proposed January 1, 1946, for that purpose so as to include all vessels which were 
in service during that time. American President Lines supports this view and 
believes the judgment of CASL sound. 

The Federal Maritime Board has proposed to you January 1, 1950, as the 
cutoff date. No reason for this substitution is apparent unless it were con- 
cluded that no vessels fit for more than 20 years duty were built until the Mariner 
program got underway. Such a view runs counter to several facts. The pri- 
mary reason is that the ship operators find their vessels delivered after Janu- 
ary 1, 1946, adequate to carry their cargoes with all needed speed and safety, 
without excessive maintenance costs. The next reason is that shippers, the very 
persons for whom the Congress and the operators provide steamship service, 
find ships delivered after January 1, 1946, entirely suitable and offer their 
cargoes to these ships in direct competition with numerous foreign-flag ships. 

We believe that your committee will so develop the facts as to reach a con- 
clusion in the public interest with respect to the date proposed. In passing from 
that particular item we wish to point out just one factor which merits your 
continued attention. By purchasing vessels costing from five to nine times the 
investment in the vessels being replaced, a longer useful life is necessary to mini- 
mize the financial risks and burdens. 

Our particular aim is to bring to your attention a special part of the replace 
ment field. Passenger and combination vessels represent a much larger in- 
vestment than other vessels. For several years the Congress has appropriated 
no money whatever for their replacement. The regular reconditioning of these 
ships has assured continued suitability for passenger traffic. Not only is re 
placement of passenger vessels actually being pushed to 25-year life, but the 
size and character of passenger ship investment augment the need for getting a 
full money’s worth out of them if waste is to be avoided and financial health 
conserved. 

It is our belief that the maintenance of statutory 20-year life for passenger 
vessels cannot be more than a pretense, and that it is especially urgent that a 
reasonable and realistic life for them be not neglected while making any change 
in the useful life of other vessels. We therefore specifically urge upon you the 
establishment of 25-year life for all vessels, including passenger and combina- 
tion passenger-cargo vessels delivered after January 1, 1946, and to take what- 
ever steps you find it proper to take at this time on other vessels. 

American President Lines would greatly appreciate your incorporating these 
views in the records of the Senate Committee on Interstate and Foreign Com- 
merce on the bill S. 2998. 

Very truly yours, 


Noan M. Brinson, Vice President. 
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COMMITTEE OF AMERICAN TANKER OWNERS, INC., 
Washington, D.C., April 18, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


My DearR Mr. CHAIRMAN: I would appreciate the attached statement being 
incorporated in the record of the hearings on S. 2998, a bill designed to extend the 
20-year life of merchant ships. 

As you will note from the statement, the Committee of American Tanker 
Owners, Inc., does not oppose this bill insofar as it relates to subsidized operators. 
Our problem is that it would inferentially affect the depreciation period on 
American-flag tankers and could lead to the Internal Revenue Service extending 
the depreciation period for American tankers from 20 to 25 years. Not only would 
this be contrary to existing physical facts, which require American tankers 
to go out of service in under 20 years, but it could be most deterimental 
fnancially to tanker owners. Such detriment would result from the fact 
that the tax burden on such owners would be greater, their ability to finance 
the construction of these ships would be less, and their willingness and ability 
to construct new tankers would be subtantially lessened. 

To avoid this situation, may we suggest the bill be amended so as specifically 
to provide that it does not apply to tanker vessels. As an alternative, al- 
though less desirable, may we ask that the committee report specifically state 
that the legislation does not apply to tankers and that the depreciation period 
for American tankers should remain at 20 years. 

Kind personal regards. 

Sincerely yours, 
CHARLES E. Porter. 


STATEMENT ON S. 2998 By COMMITTEE OF AMERICAN TANKER OWNERS, INC. 


The Committee of American Tanker Owners, Inc., consists of companies 
owning 13 new American-flag tanker vessels. All such companies are in- 
dependent owners having no interest in the petroleum products which their 
vessels carry. None of these companies receives a subsidy, although all the 
vessels carry mortgages guaranteed by the Government pursuant to title 
XI of the Merchant Marine Act, 1936. 

Enactment of S. 2998 in its present form would be harmful to independent 
tanker owners. While we do not oppose the bill insofar as it applies to dry- 
cargo vessels and subsidized operators, we feel it imperative that the bill 
be amended so as clearly to show that it has no application to tankers. Unless 
this is done, the language of the bill would indicate that tankers as well 
as dry-cargo ships would be subject to its provisions. With a 25-year life 
established by this bill, we feel that depreciation period on tankers would be 
set by the Internal Revenue Service for a 25-year figure rather than for the 
more realistic 20-year life. 

For many years, 20 years was generally accepted by the Internal Revenue 
Service as the depreciation period on seagoing American tankers. Recently, how- 
ever, the Service has sought to extend such depreciable life to 25 years for new 
American supertankers. We believe that this attempt is completely unrealistic 
and contrary to many years of actual experience for the reasons set forth below. 
Our fear is that unless the present bill is amended so as specifically to eliminate 
tankers it will be interpreted by the Internal Revenue Service as congressional 
approval of a 25-year life for tanker ships, even though the purpose of the leg- 
islation has no relationship either to tankers or to tax matters. To prevent 
what would be a serious burden to American tanker owners, our request is that 
the bill be amended so as to state that it does not apply to tankers or to the 
depreciable life of tankers, which should remain at 20 years. 

The nature of tanker vessel operations give such ships far shorter useful 
physical lives than dry-cargo vessels. Petroleum products have a corrosive effect 
on the hull and tanks. The hot salt water used for cleaning tanks and the cold 
salt water used for ballast further corrode the vessel. As a result, it would 
be a rare tanker which would not have its midbody eaten away within 20 years 
toa point where operation of the vessel is no longer feasible as it could not obtain 
Coast Guard nor American Bureau of Shipping certifications. This corrosion 
works equally on large tankers as on small tankers. Practical experience shows 
that within a 20-year period almost all American tankers must go off the seas 
unless they are extensively rebuilt or jumboized. 
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As proof of this, may we point out that as of January 1, 1959, only 2.1 percent 
of the total U.S.-flag tanker fleet was over 20 years of age. In other words, it is 
just not physically feasible to operate an American tanker for more than 29 
years. Therefore, we believe that the pending legislation should be specifically 
limited so as not to give the impression that the committee considers American 
tanker vessels to have a life in excess of 20 years. 

May we invite the committee’s attention to a letter from the Secretary of 
Commerce to the Honorable Warren G. Magnuson, chairman, Committee on In. 
terstate and Foreign Commerce, U.S. Senate, dated July 30, 1958, in which the 
Secretary stated that: 

“We believe that the overall scrapping ages of 26.4 years for tankers and 26,9 
for freighters are somewhat inflated, and unreliable as indicators of what may 
be expected in the future. The only time when wars or the aftermath of warg 
were not dominating influences on ship life was in the 1930’s. There were both 
good and bad years in this period. It may not be considered normal, but it is 
the most normal period covered by our records. The average scrapping ages 
shown for this period, 20.6 years for tankers and 23.7 years for freighters, are 
the result in part of a carryover of ships whose life had been extended by the 
conditions existing in previous years. Eliminating ships whose life was ex- 
tended by abnormal conditions prior to the 1930’s from the tabulation would re 
duce the average scrapping age of tankers in that period to 17.5 years, and of 
freighters to 19.7 years. 

“Standards of normal life expectancy for ships cannot reasonably be based 
on historical averages reflecting the influence of highly abnormal circumstances; 
and, on the record, a depreciation life of 20 years for oceangoing tankers and 
freighters is more consistent with the pertinent facts than one of 25 years.” 

In addition to the actual physical deterioration of the tankers, it should also 
be noted that there is a serious economic obsolescence factor which must be con- 
sidered. Each year, the new tankers being delivered grow larger and larger. 
Less than 10 years ago an American tanker vessel of 30,000 tons was consid- 
ered a supertanker. Today, American tankers of over 100,000 deadweight tons 
are under construction. As the cost of transportation per ton decreases as the 
size of the vessel increases, the tendency has been to larger and larger ships. 
This results in the older and smaller ships becoming economically obsolete even 
before they have reached the end of their physical life. You will note that dry- 
cargo ships being built under the new Maritime Administration construction 
program are not much larger than the ships which they are going to replace, and 
only a knot or two faster. On the other hand, while less than 20 years ago the 
T-2 tankers of 16,500 deadweight tons and 14% knots were considered to be 
modern economical ships, the new tankers range to double, quadruple, and six 
times their capacity and a speed of up to 17% knots. We must expect a con- 
tinuation of this economic obsolescence as new bigger and faster tankers make 
even today’s modern tanker ships economically obsolete even before the end of 
their 20-year physical life. 

Actual experience with the life expectancy of tankers is certainly the best 
teacher. The statistical research department of Sun Oil Co. has published 
a book entitled “Analysis of World Fleet.” This publication shows that, as of 
December 31, 1958, there were 328 American-flag tankers in existence. Only 
Seven of these were more than 20 years old and only two were over 22 years 
old. If we include the tankers owned by the Government of the United States, 
there were a total of 424 American-flag tankers of which only nine were older 
than 20 years of age and only two in excess of 22 years. Obviously, these 
figures become even more noteworthy when it is remembered that they include 
some specialized tankers which are not subject to the same deterioration as 
ships carrying diversified oil products, and also include certain vessels which 
have been jumboized or otherwise rebuilt. 

May we point out that any implication in the pending bill that the life of 
an American-flag tanker is over 20 years would seriously affect future tanker 
buildings. Construction of American-flag tankers can today be approached by 
American businessmen only with great care and caution. It would be exceed- 
ingly bad judgment to invest capital in new tanker vessels unless the owners 
can retrieve their investment within 20 years. It also must be remembered 
that lending institutions are not willing to lend on tankers for periods greater 
than 20 years. Hence, if the depreciation period is extended beyond 20 years, 
it becomes exceedingly doubtful if equity or borrowed capital would be available 
for future tanker construction. 
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In view of the foregoing, may we summarize our thoughts. First, we have 
no desire to interfere with the legislation pending before the committee to the 
extent that it may be desirable for subsidized dry-cargo and passenger vessels. 
We do not believe that the bill was intended to cover tankers; we are fearful, 
however, that the extension of vessel life from 20 to 25 years as set forth in 
the bill will be interpreted as a congressional determination that the longer 
period equally applies to tankers. To eliminate this possibility, may we re- 
spectfully request an amendment stating that tankers are not covered by this 
legislation and that maintenance of an adequate American tanker fleet requires 
a life not in excess of 20 years for tankers. As a less desirable alternative, may 
we request that the committee report clearly point out that this bill does not 
apply to tankers, that the physical depreciation problems of tankers differ from 
those of dry-cargo ships, and that the period of useful life for a tanker does not 
exceed 20 years. 


x 





